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Introduction

The purpose of this publication s to describe how a school becomes eligible to participate in the
Federal Student Aid (FSA) programs and to explain the administrative and fiscal
requirements of FSA program participation. In addition, this publication discusses other issues
relevant to the general administration of the FSA programs.

This chapter provides a summary of the changes and
clarifications presented in greater detail in the chapters that follow.
Alone, the text here does not provide schools with the guidance
needed to satisfactorily administer the Title IV, HEA programs. For
more complete guidance, you should refer to the text in the
chapters cited, the Code of Federal Regulations (CFR) and the
Higher Education Assistance Act (HEA) as amended.

Throughout this volume, new information is indicated with the

following symbol.

When the text represents a clarification rather than a change, it
is indicated with this symbol.

Clarification

When we believe that historically there might be some
misunderstanding of a requirement, we indicate that with

or

Finally, if we want to point out a bit of helpful information we

indicate it with .
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MAJOR CHANGES

We have added information on the information security
requirements of the Gramm-Leach-Bliley Act to Chapter 9,
“Recordkeeping and Disclosure.”.




Institutional

Eligibility

CHAPTER ]

This chapter discusses the three types of institutions that are eligible

to participate in the FSA programs.

A school that wishes to participate in the FSA programs must
demonstrate that it is eligible to participate before it can be certified
for participation. A school must apply to and receive approval from the
Department of its eligibility to participate. Some schools apply only for
a designation as an eligible institution (they do not seek to participate)
so that students attending the school may receive deferments on FSA
program loans, or be eligible for the HOPE/Lifetime Learning
Scholarship tax credits, or so that the school may apply to participate
in federal HEA programs other than the FSA programs. The same
application is used to apply for both eligibility and certification for
participation (see chapter 2).

THE THREE DEFINITIONS OF
ELIGIBLE INSTITUTIONS

The regulations governing institutional eligibility define three
types of eligible institutions — institutions of higher education,
proprietary institutions of higher education, and postsecondary
vocational institutions. Under the three definitions, a school is eligible
to participate in all the FSA programs provided the school offers the
appropriate type of eligible program (see chart on next page). This
section covers the key elements of the three definitions, giving special
attention to those requirements that affect the definition of an eligible
program.

Although the criteria for the three types of institutions differ
somewhat, the definitions are not mutually exclusive. That is, a public
or private nonprofit institution may meet the definition of more than
one type of eligible institution.

INSTITUTIONAL CONTROL

The control of an institution distinguishes whether the institution is
public or private, nonprofit or for profit. Under the institutional
definitions, an institution of higher education or a postsecondary vocational
institution can be either public or private, but is always nonprofit. A
proprietary institution of higher education is always a private, for profit
institution.

The FSA Assessment module
that can assist you in understanding and
assessing your compliance with the
provisions of this chapter is “Institutional
Eligibility,” at

http://ifap.ed.gov/qamodule/
InstitutionalEligibility/AssessmentA.html

and specifically the “Accreditation/State
Approval section,” at

http://ifap.ed.gov/qamodule/
InstitutionalEligibility/
AssessmentApage3.html

Definitions of eligible institutions
of education cite
34 CFR 600.4, 600.5, and 600.6

Nonprofit institution

A school that is

¢ owned and operated by one or more
nonprofit corporations or associations
whose net earnings do not benefit any
private shareholder or individual,

¢ legally authorized to operate as a nonprofit
organization by each state in which it is
physically located, and

e determined by the Internal Revenue
Service (IRS) to be eligible for tax-
deductible confributions in accordance
with the IRS Code (26 U.S.C. 501(c)(3)).

2-1
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ELIGIBLE INSTITUTION

To be eligible an institution must adhere to the following requirements:

It must be Legally Authorized by the state where the institution offers postsecondary education to provide
a postsecondary education program.

It must be Accredited by a nationally recognized accrediting agency or have met the alternative

requirements, if applicable. And

It must Admit as a regular student only individuals with a high school diploma or its recognized
equivalent, or individuals beyond the age of compulsory school attendance in the state where the

institution is located.

Type and Control of Eligible Institutions

Institution
of Higher
Education

A public or private nonprofit

educational institution
located in a state

Proprietary Postsecondary
Institution of Vocational
Higher Education Institution

A private, for-profit
educational institution
located in a state

A public or private nonprofit
educational institution
located in a state

Eligible Programs

(1) Associate, bachelor’s,
graduate, or professional
degree, or

(2) At least a two-year
program that is acceptable
for full credit toward a
bachelor's degree, or

(3) At least a one-year
training program that leads
to a degree or certificate
(or other recognized
educational credential)
and prepares students for
gainful employment in a
recognized occupation.

Program offered: must provide training for gainful employment in a
recognized occupation,and must meet the criteria of at least one
category below.

(1) Provides at least a 15-week (instructional time) undergraduate
program of 600 clock hours, 16 semester or trimester hours, or 24
quarter hours. May admit students without an associate degree or
equivalent.

(2) Provides at least a 10-week (instructional time) program of 300 clock
hours, 8 semester or trimester hours, or 12 quarter hours. Must be a
graduate/professional program, or must admit only students with an
associate degree or equivalent.

(3) Provides at least a 10-week (instructional time) undergraduate
program of 300-599 clock hours. Must admit at least some students
who do not have an associate degree or equivalent,and must meet
specific qualitative standards. Note: These programs are eligible only
for FFEL and Direct Loan participation.

Additional Rules

“Two-Year Rule” (applicable to proprietary and postsecondary vocational
institutions) — Legally authorized to give (and continuously has been
giving) the same postsecondary instruction for at least two consecutive
years.

Special rule (applicable to proprietary institutions) — Derives no more
than 90% of its revenues from FSA funds.

2-2



Chapter 1 — Institutional Eligibility

The following pages expand on the aforementioned
requIrements.

LEGAL AUTHORIZATION BY A STATE

With the exception of foreign schools, an eligible institution under
any of the three definitions must be located in a state. Generally, the
determining factor is the physical location of the main campus or
place of instruction.

To qualify as an eligible institution under any of the three
institutional definitions, a school must be legally authorized by the
state in which it offers an educational program to provide the
program. The state’s legal authorization is the legal status granted to
a school through a charter, license, or other written document
issued by an appropriate agency or official of the state in which the
school is located. It may be provided by a licensing board or
educational agency. In some cases, the school’s charter is its legal
authorization.

Schools must provide evidence that they have the authority to
operate in a state at the time of the school’s certification to
participate in the FSA programs. For more information on applying
for participation in the FSA programs, see chapter 2.

ACCREDITATION

Generally, a school must be accredited or preaccredited by a
nationally recognized accrediting agency or association (both
referred to here as agencies) to be eligible. The procedures and
criteria for recognizing accrediting agencies are found in chapter 1.

Except as provided below a school must be accredited by an
agency that has the authority to cover all of the institutions programs.
An agency such as this is referred to as the school’s primary accrediting
agency. A school can have only one primary accreditor.

A school may also be accredited by one or more programmatic
accrediting agencies. A programmatic accrediting agency is one that
accredits only individual educational programs that prepare students
for entry into a profession, occupation, or vocation. If a school offers
only programs of a singular nature, the school’s primary accreditor
may be an agency that accredits only those specific educational
programs.

State

“State” includes not only the 50 states, but
also American Samoa, Puerto Rico, the
District of Columbia, Guam, the U.S. Virgin
Islands, and the Northern Mariana Islands. A
“state” also includes the Freely Associated
States, which include the Federated States of
Micronesia, the Republic of the Marshall
Islands, and the Republic of Palau.

Authorization by a state cite
34 CFR 600.4(all1)

Nationally recognized accrediting
agency or association

An accrediting agency or association which
the Department has recognized to accredit
or preaccredit a parficular category of institu-
tion, school, or educational program in ac-
cordance with the provisions in 34 CFR Parts
602 and 603.

Preaccredited:

A status granted by a nationally recognized
accrediting agency or association to a public
or private nonprofit institution that is pro-
gressing towards accreditation within a rea-
sonable period of time.

School required to be licensed
and accredited cites

34 CFR 600.4(a)(3) & (5)

34 CFR 600.5(a)(4) & (6)

34 CFR 600.6(a)(3) & (5)

Recognition of accrediting agencies cite
34 CFR 602
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Obtaining a list of the accrediting
agencies

The Department periodically publishes a list
of nationally recognized accrediting bodies
in the Federal Register, based on criteria
given in 34 CFR Part 602. The list of
accrediting agencies recognized for Title IV
purposes can be found on the Department’s
Web site at:

http://www.ed.gov/admins/finaid/
accred/index.html

The list of accrediting agencies recognized
for their preaccreditation categories is
section 7. Information about national rec-
ognition of states approval agencies is in
section 10.
You can also request this list by writing to

The U.S. Department of Education
Accreditation and State Ligison
1990 K, Street N.W. (Room 7159)
Washington, DC 20006-8509

Alternatives to

accreditation cites

Institutions of Higher Education (IHE)

34 CFR 600.4(al(5)i)

Postsecondary Vocational Institutions (PVI)
34 CFR 600.6(al(5)ii)

Preaccreditation cite

Institutions of Higher Education (IHE)

34 CFR 600.4(a)(5)i)

Postsecondary Vocational Institutions (PVI)
34 CFR 600.6(al(5)i)

Admissions standards cite
34 CFR 600.4(q)(2)
34 CFR 600.5(al(2)
34 CFR 600.6(al(2)

Regular student

A person who is enrolled (or is accepted for
enrollment] in an eligible program for the
purpose of obtaining a degree, certificate, or
other recognized educational credential.
Note that, if an individual is not yet

beyond the age of compulsory school
attendance in the state in which the
institution is physically located, the

institution may only enroll the individual as a
“regular student” if he or she has a high
school diploma or its equivalent.

Regular student cite
34 CFR 600.2

If a school is seeking to change primary accreditors it must first
provide the Department (and the agencies) all materials documenting
the reasons and causes for making the change. (Information on
changes in accreditation can be found in chapter 5.)

Alternatives to accreditation

The law provides two statutory alternatives to accreditation. First, a
public, or private nonprofit institution may be preaccredited by an
agency or association that has been approved by the Department to
grant such preaccreditation. Secondly, unaccredited public
postsecondary vocational educational institutions may be eligible for
FSA program funds if accredited by a state agency that the
Department determines to be a reliable authority.

Primary accreditor

The primary accreditor is an accrediting agency whose scope is
institution-wide rather than only programmatic. A participating
institution must advise the Department which accrediting agency it
wants to serve as it’s primary accrediting agency for the purpose of
FSA eligibility.

Dual accreditation

If a school is accredited by two agencies at the same time, the
school must designate which agency’s accreditation will be used in
determining institutional eligibility for FSA funds and must inform the
Department via the E-App. Further, the school must provide to the
Department (and to both agencies) all materials documenting the
reasons and causes for dual accreditation before the school adds the
additional accreditation. See chapter 5 for more on changes in
accreditation and loss of eligibility.

ADMISSIONS STANDARDS

An eligible institution may admit as regular students only persons
who have a high school diploma or its recognized equivalent, or
persons who are beyond the age of compulsory school attendance in
the state in which the school is located.

To be eligible for Federal Student Aid, students who are beyond
the age of compulsory attendance but who do not have a high school
diploma or its recognized equivalent must meet ability-to-benefit
criteria or meet the student eligibility requirements for a student
who is home schooled. (For more information on this student
eligibility requirement, see Volume 1 — Student Eligibility).
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High school diploma

Unless required by its accrediting or state licensing agency, the High school diploma
school is not required to keep a copy of a student’s high school By high school diploma we mean one
diploma or GED (the recognized equivalent of a high school recogm.zed by the stoT? in which the high
diploma (see below)). Rather, the school may rely on the student’s :lc.h%(.)ll';s; I]?coied. S.e ? VOlti.me 1. Student
certification (including that on the FAFSA) that he or she has IRy for more iniormdtion.
received the credential and a copy of the certification must be kept on
file. This certification need not be a separate document. It may be
collected on the school’s admissions application. The school may also
require the student to provide supporting documentation.

Recognized equivalent of a high school diploma

Generally, a recognized equivalent of a high school diploma is Ability-to-benefit cite
either a GED or a state certificate (received after the student has 34 CFR 668, Subpart J
passed a state-authorized test) that the state recognizes as being
equivalent to a high school diploma. However, the Department Ability-to-benefit limitation cite
recognizes that there are special cases. If a student has successfully 34 CFR 600.7(al(Niiv

completed at least a two-year program that is acceptable for full credit
toward a bachelor’s degree, the student’s academic transcript is
considered equivalent to a high school diploma. A student without a
high school diploma who is seeking enrollment in a program of at
least the associate-degree level, and who has excelled academically in
high school and met formalized written admissions policies of the
school, is also considered to have the equivalent of a high school
diploma. These students may be eligible to receive FSA program funds
without having to meet the ability-to-benefit requirements, provided
the students are no longer enrolled in high school. A student who has
neither a high school diploma nor its recognized equivalent may
become eligible to receive FSA program funds by achieving a
passing score (specified by the Department) on an independently
administered test approved by the Department. (For a complete
discussion of the Ability-to-benefit provisions and additional
discussion of home-schooled students’ eligibility, see Volume 1—
Student Eligibility.)

A school that admits students who do not have a high school
diploma nor its recognized equivalent has some additional
considerations. Unless the school provides a four-year bachelor’s
degree program or two-year associate degree program, it does not
qualify as an eligible institution if, for its latest complete award year,
more than 50% of its regular enrolled students had neither a high
school diploma nor its equivalent. A waiver of this limitation is possible
for some schools. See the discussion under Ability-to-benefit limitation
later in this chapter for more information.
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Home schooling cite

34 CFR 668.32(e), and

DCL: GEN-02-11

Eligibility of Home-Schooled Students —
Institutional and Student Eligibility,
November 27, 2002

|
Home schooling example

If your state requires children to aftend
school until age 17, you may admit as a
regular student a home-schooled student
who completes the secondary curriculum
at age 16 if your state would not consider
the student truant and would not require
that student to go back to high school, or
continue a home-school education until
age 17.

Branch campus

A branch campus is a location of a school
that is geographically apart and
independent of the main campus of the
school. A location is considered to be
independent of the main campus if the
location:

e is permanent in nature,

e offers courses in educational programs
leading to a degree, certificate, or other rec-
ognized educational credential;

e has its own faculty and administrative or
supervisory organization; and

e has its own budgetary and hiring authority.

Branch campus cite
34 CFR 600.2 and 600.8

Home schooling

Under the student eligibility provisions of the HEA, a student who
does not have a high school diploma or GED is eligible to receive
Federal Student Aid if the student completes a secondary school
education in a home-school setting that is treated as a home school or
private school under state law. However, a student must be enrolled in
an eligible institution to receive Federal Student Aid, and the statute
also requires that an eligible institution may admit as regular students
only students with high school diplomas or GEDs, or students who are
beyond the age of compulsory school attendance in the state in which
the institution is located.

The Department considers that a home-schooled student is beyond
the age of compulsory school attendance if the state in which the
eligible institution is located does not consider the student truant once
he or she has completed a home-school program.

In documenting a home-schooled student's completion of
secondary school in a home-schooled setting, an institution may rely
on a home-schooled student's self-certification that he or she
completed secondary school in a home school setting, just as it may
accept a high school graduate's self-certification of his or her receipt of
a high school diploma. Self-certification of the receipt of a high-school
diploma is commonly done through an answer to a question on the
Free Application for Federal Student Aid (FAFSA). However, because
the FAFSA does not include a question regarding home-school
completion, institutions may accept such self-certifications in
institutional application documents, in letters from the students, or in
some other appropriate record.

“TWO-YEAR” RULE

To be eligible as a proprietary institution or a postsecondary
vocational institution, a school must be legally authorized to give (and
have continuously been giving) the same postsecondary instruction for
at least two consecutive years prior to its application. The educational
program(s) offered must remain substantially the same in length and
subject matter, except for changes made because of new technology or
requirements of other federal agencies. A school subject to the two-
year rule may not award Federal Student Aid funds to a student in a
program that is not included in the school’s approval documents.

If a school is subject to the two-year rule, during the school’s initial
period of participation in the FSA programs the Department will not
approve additional programs that would expand the institution’s
eligibility. An exception would be considered if the school
demonstrates that the program has been legally authorized and
continuously provided for at least two years prior to the date of the
request.
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A branch campus of an eligible proprietary institution or
postsecondary vocational institution seeking status as a main campus
or freestanding institution is subject to the two-year rule. A branch
campus must be designated as such by the Department for two years
after certification as a branch campus before the branch can seek
certification as a main or freestanding school.

An additional location must obtain approval from the Department
to become a branch campus. A branch campus then must operate as a
branch campus for two years (satisfy the two-year rule) before it may
be considered for status as a freestanding institution. Time as an
additional location of an eligible proprietary institution or
postsecondary vocational institution does not count toward the two-
year rule.

ADDITIONAL INSTITUTIONAL
ELIGIBILITY FACTORS

An otherwise eligible institution becomes an ineligible institution
if the school violates, among other requirements, the 90/10 Rule
(applicable to proprietary schools only), the correspondence course
limitation, the correspondence student limitation, the incarcerated
student limitation, or the ability-to-benefit student limitation. In
addition, a school is not eligible if it (or its owner) files for
bankruptcy, or if the school, its owner, or its CEO is responsible for
a crime involving FSA program funds. A school that becomes
ineligible because of one of these factors must immediately stop
awarding FSA program funds and must comply with the requirements
in 34 CFR 668.26 for a school that has lost its FSA participation. For
more information on requirements when a school’s FSA participation
ends, see chapter 12.

Demonstrations of compliance

All of the limitation requirements and the 90/10 Rule involve
certain percentage calculations, that are performed by the school
either to demonstrate compliance with a requirement or to
demonstrate eligibility for a limitation waiver. For each of the tests
enumerated above a calculation performed by the school must be
attested to by the independent auditor who prepares the school’s
audited financial statement or its FSA compliance audit (for more
information on audits, see chapter 12). If a school’s initial or
previous calculation was in error, the auditor’s report must be part of
the audit workpapers and must include a recalculation. The auditor’s
attestation report must indicate whether the school’s determinations
(including any relevant waiver or exception) are accurate.
Requirements for demonstrating compliance with the 90/10 Rule are
discussed below.

Additional location cite
34 CFR 600.32

Conditions of institutional
ineligibility
34 CFR 600.7

Disqualified individuals and the PPA

In its PPA, a school agrees to not knowingly
employ in a capacity involving the
administration of Title IV funds, anyone
who has pled nolo contendre or guilty or
has been administratively or judicially
determined fo have committed fraud or
any other material violation of the law
involving federal, state, or local
government funds (34 CFR 668.14(b) (18)(i)).

Notification cite

34 CFR 600.7(h)

If there is a change to any of a school's an-
swers to the Yes/No questions in Section G of
a submitted Electronic Application (E-App)
(which deal with enrollment thresholds in
these areas), the school must notify the
Department via the E-App. The Department
will advise the school of its options, including
whether the school might be eligible for a
waiver.

( Waivers are available for the
correspondence student limitation, the
incarcerated student limitation, and the
ATB limitation.)

2-7
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90/10 cite
Sec. 102 of the HEA
34 CFR 600.5

For schools using a calendar year
as their fiscal year, their most recently com-
pleted fiscal year is the one that ended on
December 31, 2004. For those schools using
the award year as their fiscal year, their most
recently completed fiscal year will be the one
that ends on June 30, 2005.

For each of the limitation requirements, the school must notify
the Department (via Section G of the Application to Participate (E-
App)) of the school’s failure to meet a requirement, its falling within a
prohibited limitation, or its ineligibility for a continued waiver, as
applicable. The school’s notification must occur by July 31 following
the end of an award year. A school that fails to meet any of these
requirements loses its eligibility to participate in any FSA program as
of the last day of the most recent award year for which the school
failed to meet the requirement.

If a school loses its eligibility because it failed to meet one or more
of the limitation requirements, the school cannot regain eligibility
until it can demonstrate that it was in compliance with all of the
limitation requirements for the most recently completed award year.
Once this has occurred the school may apply to regain its eligibility. In
addition, it must also show how its administrative practices and policies
have been changed to ensure that it will not fall within prohibited
limits in the future.

If a school becomes ineligible because it files for bankruptcy, or if
the school, its owner;, or its CEO is responsible for a crime involving
FSA program funds, the school must notify the Department of the
change within 10 days. The loss of eligibility is effective as of the date
of the bankruptcy, or the date the school or individual pleads to or is
found responsible for the crime, as applicable. A loss of eligibility for
these two reasons is permanent. The institution’s eligibility cannot be
reinstated.

The 90/10 Rule

Proprietary institutions have 90 days after their most recent fiscal
year has ended to report to the Department if they did not satisfy the
90/10 Rule for that period. Schools that fail to satisfy the 90/10 Rule
lose their eligibility as of the last day of that fiscal year. A school
changing from for profit to nonprofit must continue to file this
report for the first year of its nonprofit status.

To be eligible for FSA participation, a proprietary institution may
derive no more than 90% of its revenues from the FSA programs. As
specified in 34 CFR 600.5(d), a school must determine and certify its
revenue percentages using the following formula for its latest
complete fiscal year.

FSA Program Funds used for tuition,
fees, and other institutional charges to students

The sum of revenues generated by the school from: (1) tuition, fees, and other institutional
charges for students enrolled in eligible training programs; plus (2) school activities*
necessary for the education or training of students enrolled in those eligible programs.

*to the extent not included in tuition, fees, and other institutional charges

2-8
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If a state agency specifies the exact amount or percentage of LEAP
funds included in an individual student’s state grant, only the specified
amount or percentage of the student’s state grant up to $5,000 (the
statutory maximum LEAP award) is considered LEAP funds.

If the state agency identifies a specific student’s state grant as
containing LEAP funds but does not provide an exact amount or
percentage, the entire amount of the grant up to $5,000 is considered
LEAP funds. State grant funds that are not LEAP/SLEAP are
included in the denominator.

If the state agency does not specify the amount of LEAP funds
included in a student's individual grant but does specify the
percentage of LEAP funds in the entire amount of state grant funds
provided to the school and the student meets the FSA student
eligibility requirements, the school must apply this percentage to the
individual student's total state grant to determine the amount of the
grant up to $5,000 to be considered LEAP funds.

Exclusions from fraction

In determining whether a school satisfies the 90/10 Rule, the
following funds are excluded from both the numerator and
denominator:

1. FWS funds (unless the school used these FWS funds to pay a
student’s institutional charges);

2. LEAP and SLEAP funds;

institutional funds the school uses to match Federal Student
Aid funds;

4. refunds paid to or on behalf of students who have withdrawn
dropped out, been expelled, or otherwise failed to complete
the period of enrollment;

5. the cost of books, supplies, and equipment unless those costs
are institutional charges as described in Volume 5 —
Overawards, Overpayments, and Withdrawal Calculations.

The cash basis of accounting

A proprietary institution of higher education must use the cash
basis of accounting in determining whether it satisfies the 90/10 Rule.
Under the cash basis of accounting, revenue is recognized when
received rather than when it is earned.

For the purpose of calculating the qualifying percentages under
the 90/10 Rule, revenue is an inflow or other enhancement of
assets to an entity, or a reduction of its liabilities resulting from the
delivery or production of goods or services. A school may recognize
revenue only when the school receives cash, i.e., when there is an
inflow of cash. As a result, in order for an school to recognize
revenue under the cash basis of accounting, that revenue must
represent cash received from a source outside the institution.

29



Vol.2 — School Eligibility and Operations, 2006-2007

Revenues

Revenues from auxiliary enterprises and
activities that are not a necessary part of the
students’ education, such as revenues from
the sale of equipment and supplies to
students and revenues from vending
machines, may not be included in the
denominator of the 90/10 calculation.

If a clinic or service is

e operated by the school;

* offered at the school;

* performed by students under direct faculty
supervision; and

e required of all students as part of their
educational program

then revenues from the clinic or service may

be included in the denominator of the 90/10

calculation.

Additional guidance

on 90/10 and institutional loans and scholar-
ships can be found in Dear Partner Lefter
GEN-99-33 and Dear CPA Letters CPA-99-01
and CPA-99-02.

FSA program funds for institutional charges

In figuring what FSA program funds were used to pay tuition, fees,
and other institutional charges, a school must assume that any FSA
program funds disbursed (or delivered) to or on behalf of a student
were used for such costs, regardless of whether the school credits
those funds to the student’s account or pays them directly to the
student, unless those costs were otherwise paid by

e grant funds provided by nonfederal public agencies,
e grant funds provided by independent private sources,

¢  funds from qualified government agency job training
contracts, or

° funds received from a prepaid state tuition plan.
Revenues

In figuring revenues generated by school activities, a school may
include only revenue generated by the school from activities it
conducts, that are necessary for its students' education or training.
The activities must be

*  conducted on campus or at a facility under the control of
the institution;

¢  performed under the supervision of a member of the
institution's faculty; and

*  required to be performed by all students in a specific
educational program at the institution.

When an school makes a loan to a student, it does not receive
cash from an outside source. Accordingly, cash revenue from
institutional loans is recognized only when those loans are repaid,
because that is when there is an inflow of cash from an outside
source. Loan proceeds from institutional loans that were disbursed to
students may not be counted in the denominator of the fraction,
because these proceeds neither generate nor represent actual inflows of
cash. The school may include only loan repayments it received during
the appropriate fiscal year for previously disbursed institutional loans.

Institutional grants in the form of tuition waivers do not count
as revenue because no new revenue is generated. Similarly, internal
transfers of cash among accounts are not considered revenue
because they do not represent an inflow of cash to the institution.
Institutional scholarships are not revenues generated by the school
(unless they are donated by an unrelated or outside third party). An
exception is permitted for schools to use donations from a related
party to create restricted accounts for institutional scholarships, but
only the amount earned on the restricted account and used for
scholarships would count as revenue in the denominator of the
calculation.
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Funds held as credit balances in institutional accounts cannot be
counted in the 90/10 formula. However, once funds held as credit
balances are used to satisfy institutional charges, they would be
counted in both the numerator and the denominator of the formula.

Revenue generated from the sale of nonrecourse institutional loans
to an unrelated third party may be counted as revenue in the
denominator of the 90/10 calculation to the extent that the revenues
represent actual proceeds from the sale.

Loans made by a private lender that are in any manner
guaranteed by the school are known as recourse loans. The proceeds
from recourse loans may be included in the denominator of an
institution's 90/10 calculation for the fiscal year in which the
revenues were received, provided that the institution's reported
revenues are also reduced by the amount of recourse loan payments
made to recourse loan holders during that fiscal year.

Note that recourse loan payments may be for recourse loans
that were made in a prior fiscal year. Under the cash basis of
accounting the reductions to total revenues in the denominator of
the 90/10 calculation are reported in the fiscal year when the
payments are made.

The nonrecourse portion of a partial recourse loan may be
included in a 90/10 calculation. In order to include a partial
recourse loan in a 90/10 calculation, the contract must identify the
percentage of the sale that is nonrecourse; only that percentage may
be included. Furthermore, no after-the-fact adjustments may be
provided for.

The sale of institutional loan receivables is distinguishable from
the sale of an institution’s other assets because receivables from
institutional loans are produced by transactions that generate
tuition revenue. Tuition revenue represents income from the major
service provided by an institution. That would not be true in the
case of the sale of other institutional assets.

Failure to satisfy the 90/10 Rule

Schools that fail to satisty the 90/10 Rule automatically lose their
eligibility on the last day of the fiscal year for which the calculation is
done. As mentioned earlier, the school must immediately stop
awarding FSA program funds and comply with the provisions of 34
CFR 668.26. Schools have 90 days after their most recently completed
fiscal year has ended to report to the Department if they did not satisfy
the 90/10 Rule for the fiscal period.

Financial statement disclosure

A proprietary school is required to disclose the percentage of its
revenues derived from the FSA programs (that the school received
during the fiscal year covered by the audit) as a footnote to its audited
financial statement. For information on audited financial statements,
see chapter 12.

Financial statement notification
A school must send notice of its failure to
satisfy the 90/10 Rule to the Department by
U.S. Mail to the following address:

U.S. Department of Education

School Eligibility Channel

Data Management and Analysis
Division

Document Receipt and Control Center
830 First Street, NE

Room 71-I-1

Washington, DC 20002-5402

Phone: (to confirm receipt only)
(202) 377-3161, or (202) 377-3155.
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Conditions of institutional
ineligibility cite
34 CFR 600.7

Correspondence limitations cite
Sec. 481(a)(3)(A) and (B) of the HEA
34 CFR 600.7(a)(1)(i) and (ii)

Student eligibility

For information about a student's
eligibility for FSA program funds while
enrolled in a correspondence course and
cost of aftendance information for corre-
spondence courses, see Volume 1—
Student Eligibility.

Incarcerated student defined

An “incarcerated student” is a student who is
serving a criminal sentence in a federal,
state, or local penitentiary, prison, jail, refor-
matory, work farm, or other similar correc-
tional institution (does not include detention
in a halfway house, home detention, or
weekend-only sentences).

Incarcerated student limitation cite
34 CFR 600.7(a)(1)(ii) and 600.7(c)

Note: A non-profit school may request
the waiver using the E-App, by
answering the questions in
“section G” and explaining in
“question 69.”

(see http://www.eligcert.ed.gov.

Correspondence course and
correspondence student limitation

In general, a school does not qualify as eligible to participate in the
FSA programs if, for the latest complete award year,

*  more than 50% of the school’s courses were correspondence
courses (correspondence course limitation),

This limitation does not apply to a school that mainly
provides vocational adult education or job training (as
defined under Sec. 521(4) (C) of the Carl D. Perkins
Vocational and Applied Technology Education Act).

*  50% or more of the school’s regular enrolled students were
enrolled in correspondence courses (correspondence
student limitation).

This limitation may be waived for a school that offers a two-
year associate degree or four-year baccalaureate degree
program if the school demonstrates to the Department that
in that award year, the students enrolled in its
correspondence courses receive no more than 5% of the
total FSA program funds received by all of the school’s
students in the award year.

For additional information on the effects of correspondence
courses and students on institutional eligibility, see chapter 8.

Incarcerated student limitation

A school is not eligible for FSA program participation if, in its
latest complete award year, more than 25% of its regular students are
incarcerated. A public or private non-profit school can ask the
Department to waive this limitation. For a public or private non-profit
school offering only two-year or four-year programs that lead to
associate or bachelor’s degrees, the waiver applies to all programs
offered at the school. However, if the public or private non-profit
school offers other types of programs, the waiver would apply to any of
the school’s two-year associate degree programs or fouryear
bachelor’s degree programs, and also to any other programs in which
the incarcerated regular students enrolled have a 50% or greater
completion rate. (The calculation of this completion rate is specified
in Section 600.7(e) (2) of the Institutional Eligibility regulations and
must be attested to by an independent auditor.) If granted, the waiver
is effective as long as the public or private non-profit school continues
to meet the waiver requirements each award year. For information on
the eligibility of incarcerated students for FSA assistance, see Volume 1
— Student Eligibility.
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Ability-to-benefit limitation

A student who has neither a high school diploma nor its
equivalent is referred to as an ability-to-benefit student (see Volume I —
Student Eligibility for additional information about ability-to-benefit
students). Unless a school provides a four-year bachelor’s degree
program, or a two-year associate degree program, the school will not
qualify as an eligible institution if, for its latest complete award year,
more than 50% of its regular enrolled students had neither a high
school diploma nor its equivalent.

If a public or private nonprofit institution exceeds the ability-to-
benefit limitation because it serves significant numbers of ability-to-
benefit students through contracts with federal, state, or local
government agencies, the Department may waive the limitation.

The waiver will only be granted if no more than 40% of the
public or private non-profit regular students not served through
contracts with federal, state, or local government agencies to provide
job training do not have a high school diploma or its equivalent. If
granted, the waiver may be extended in each year the public or
private non-profit school continues to meet the requirements. The

public or private non-profit school’s ability-to-benefit calculation must

be attested to by an independent auditor.

Bankruptcy

A school is not an eligible institution if the school, or an affiliate of

the school that has the power, by contract or ownership interest, to
direct or cause the direction of the management of policies of the
school, files for relief in bankruptcy or has entered against it an order
for relief in bankruptcy.

Crimes involving FSA program funds

In order to safeguard FSA funds, schools are prohibited from
having as principals or employing, or contracting with other
organizations that employ individuals who have engaged in the
misuse of government funds. Specifically, a school must not
knowingly —

1. employ in a capacity that involves the administration of the
Title IV, HEA programs or the receipt of funds under those
programs, an individual who has been convicted of, or has
pled nolo contendere or guilty to, a crime involving the
acquisition, use, or expenditure of federal, state, or local
government funds, or has been administratively or judicially
determined to have committed fraud or any other material
violation of law involving federal, state, or local government
funds;

Ability-to-benefit cite
34 CFR 668, Subpart J

Ability-to-benefit limitation cite
34 CFR 600.7(a)(1)iv)

Prohibited associations cite
34 CFR 668.14(b) (18]1i} i), & (iii)
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You can find additional information about
foreign school eligibility in “The Student
Financial Aid Handbook for Foreign
Schools” on the IFAP Web site located at —
http://ifap.ed.gov

2. contract with a school or third-party servicer that has been
terminated under the HEA for a reason involving the
acquisition, use, or expenditure of federal, state, or local
government funds, or that has been administratively or
judicially determined to have committed fraud or any other
material violation of law involving federal, state, or local
government funds; or

3. contract with or employ any individual, agency, or
organization that has been, or whose officers or employees
have been:

a. convicted of, or pled nolo contendere or guilty to, a
crime involving the acquisition, use, or expenditure of
federal, state, or local government funds; or

b. administratively or judicially determined to have
committed fraud or any other material violation of law
involving federal, state, or local government funds.

FOREIGN SCHOOLS ELIGIBLE
FOR FFEL PROGRAMS

In general, by law, a foreign school can participate in the FFEL
programs if the foreign school is comparable to an institution of
higher education (as defined earlier in this section) and has been
approved by the Department. Additionally, the regulations set out
specific requirements for foreign medical schools and foreign
veterinary schools.




Applying for
Participation 1n the
FSA Programs

CHAPTER 2

In this chapter, we will discuss how and when a school applies for approval to participate in the
Federal Student Aid (FSA) programs including — when a school should submit an Application
to Participate (E-App) and the steps a school must follow when submitting an E-App.

APPLYING TO PARTICIPATE

To participate in any of the FSA programs—the Federal Pell Grant
Program, the Federal Direct Loan Program, the Federal Family
Education Loan (FFEL) Program, and the Campus-Based programs
(Federal Supplemental Educational Opportunity Grant (FSEOG),
Federal Work-Study (FWS), and Federal Perkins Loan)—a school must
be certified by the Department.

To apply for institutional participation, a school must submit an
electronic application (E-App) to the Department. In evaluating the
school and deciding whether to approve or deny the request to
participate in any FSA program, the Department examines the E-App
and accompanying submissions. In addition, for schools that are
participating or have participated in the FSA programs, the
Department will examine a school’s compliance, financial statements,
audits and program reviews. The Department also will check to see if a
school has submitted all the required financial statements and
compliance audits. The Department may request additional materials
(such as those containing the school’s satisfactory academic progress
policy, admissions policies, and refund policies) and ask additional
questions.

The E-App contains information that allows the Department to
examine three major factors about the school: institutional eligibility,
administrative capability, and financial responsibility. These subjects
are discussed in detail in chapters 1, 3, 4, 10 and 11. In addition, a
school can use the E-App to apply for participation in either or both
the FFEL and Direct Loan programs.

The FSA Assessment module
that can assist you in understanding and
assessing your compliance with the
provisions of this chapter is “Institutional
Eligibility,” at

http://ifap.ed.gov/qamodule/
InstitutionalEligibility/AssessmentA.html
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THE ELECTRONIC APPLICATION (E-APP)

The Department has created an electronic application
(E-App) that a school must use when it

The Department has made the E-App avail-
able on the Department's Web site. The ad-
dress is

http://www.eligcert.ed.gov

e  wishes to be designated as an eligible institution so that its
students may receive deferments under the FSA programs,
its students may be eligible for the Hope and Lifetime
Learning Tax Credit, or so that the school may apply to
participate in federal HEA programs other than the FSA
programs;

o wishes to be approved for the first time (initial certification)
to participate in the FSA programs;

* wishes to be reapproved (Recertification) to participate in the
FSA programs (discussed in chapter 5);

e wishes to be reinstated to participate in the FSA programs
(discussed in chapter 5);

* undergoes a change in ownership, a conversion from a for-
profit institution to a nonprofit institution or vice versa, or a
merger of two or more institutions (referred to collectively
as a change in ownership, structure, or governance for the
remainder of the chapter) and wishes to participate in the
FSA programs (discussed in chapter 5);

*  must update information previously reported (discussed in
chapter 5); or

e wishes to expand its FSA eligibility and certification
(discussed in chapter 5).

The date of submission for an E-App is the date a school uses the
Submit Application page to electronically submit the E-App or the date
the signature page and supporting documents were postmarked or
sent by a delivery service, whichever is later (the date the school
submits a materially complete application).

If a school is not currently an eligible school under the HEA, it will
not be considered eligible during the Department’s review period.
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How The E-APP is Organized

This E-App is divided into 13 sections, with a glossary at the end.

This Section...

isfor...

A through D General questions about the school.
Eand F Questions about educational programs and locations that the
school wishes to be eligible for FSA programs.
Questions about telecommunications and/or correspondence
G (tele/corr) courses, students enrolled under ability-to-benefit
provisions, and incarcerated students.
H Schools that are initial applicants, schools with a change in
ownership or structure, and schools seeking reinstatement.
I Foreign schools, including foreign graduate medical schools.
J Questions about third-party servicers that perform any function
relating to the school’s FSA program
K Questions about the school’s administrative capability and
financial responsibility.
L The school’s President/CEO/Chancellor to sign.
M A checklist of copies of documents that must be included
as applicable.’
Glossary Specific definitions of terms used in the E-App.

"These include the school’s current letter of accreditation; valid state authorization; and, in some cases, audited financial
statements, a default management plan and, for a school undergoing a change in ownership, an audited balance
sheet showing the financial condition of the school at the time of the change in ownership.
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Materially complete

A school submits a materially complete

application if it submits a fully completed E-

App form supported by

e a copy of the school’s state license or
other equivalent document authorizing the
school fo provide a program of
postsecondary education in the state in
which it is physically located,

e a copy of a document from its accrediting
agency that grants it accreditation status,
including approval of the nondegree
programs it offers, and

e any other required supporting
documentation.

Applying as an eligible nonpatrticipating school

Some schools choose to establish their eligibility for FSA
programs but elect not to participate in them, because designation as
an eligible institution qualifies a school or its students to apply to
participate in non FSA programs, such as the HOPE and Lifetime
Learning Tax Credit. In addition only students attending eligible
institutions qualify for in-school deferments of payments on their
federal education loans.

Since they are not administering federal student aid,
nonparticipating eligible schools are only required to renew their
eligibility when the Department requests. Otherwise, as long as such
schools continue to meet the eligibility criteria, their eligibility
status continues indefinitely.

Following its submission, the Department will contact the school
if it has additional questions about the school’s E-App. Generally, this
will be within 90 days of the Department receiving an E-App.

Applying for initial certification as a participating
school

A school applying for initial certification

*  may submit an E-App to the Department at any time;

*  must submit a materially complete E-App to the
Department.

1. A'school seeking initial certification should go to the web
site

http://www.eligcert.ed.gov

and click on the hot link marked, initial applicants. The hot
link will take you to questions the school must answer.
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2 Once the school answers these questions, the school prints
and faxes them to the School Participation Team (SPT)
responsible for the school’s home state. A current list of SPT
phone numbers can be found on the E-App Web site under
Introduction and in the chart at the end of chapter 12.

3 The information provided will be entered into the
Postsecondary Education Participant System (PEPS)
database and will appear on the web application. This
reduces the need to answer the question more than once.

4  Until this time, a school has had access only to a limited
portion of the E-App (five questions). Now SPT provides the
school with an OPEID number that gives the school access
to the entire E-App. The school reenters the Web site and
completes the E-App using its OPEID.

5. The school must print Section L of the E-App (the signature
page), and the school’s president/CEO must sign it. The
school must send the completed signature page and all
required supporting documents to ED at

U.S. Department of Education, FSA
Integrated Partner Management
830 First Street, NE

Washington, DC 20202-5402

ED recommends that a school keep a copy of its E-App and
supporting documents and retain proof of the date it submitted the E-

App.

Following submission of an E-App, the Department will contact the
school if it has additional questions about the E-App. (A school that
has never been certified, will not be considered certified during the
review period.) Depending on the outcome of its review, the

Note:

In the case of a proprietary
institution and a postsecondary
vocational institution, there is an
eligibility requirement that the
school must have been legally
authorized to provide and has
provided the same or similar post
secondary instruction continuously
for at least two consecutive years
before it can participate in the FSA
Programs. This is known as the
“Two-Year Rule “ (see chapter 1).

For schools subject to the two-
year rule, during the school’s
initial period of participation in
the FSA programs, ED will not
approve adding programs that
would expand the institution’s
eligibility.

An exception may be

considered if the school can
demonstrate that the program
has been legally authorized and
continuously provided for at least
two years prior o the date of the
request. A school subject fo the
two-year rule may not award Title
IV funds fo a student enrolled in a
program that is not included in the
school's approval documents.
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Fundamentals of Title IV
Administration Training cite
34 CFR 668.13(a)(2) and (3)

Note:  If a school once participated in the
FSA programs but no longer does
so, it will not be considered
certified during the Department's
review period.

Department either will send the school two copies of the PPA to sign
and return, or notify it that its E-App is not approved.

FSA Administration Training Requirement

In order to participate in any FSA program, a school must send
two representatives (its president/CEO and a financial aid
administrator) to a Fundamentals of Title IV Administration
Training workshop offered by the Department. The Department also
requires a school that has undergone a change in ownership,
structure, or governance to attend the training.

Fundamentals of Title IV Administration training provides a new
school with a general overview of the FSA programs and their
administration. It does not cover fiscal and accounting procedures in
detail.

e  The chief executive may elect to send for Title IV training
another executive level officer of the school in his or her
place. Both the designated financial aid administrator and
the chief executive of the school, or designee, must attend
the certification training up to one year prior to but no later
than twelve months after the school executes its program
participation agreement.

®  The attending financial aid administrator must be the
person designated by the school to be responsible for
administering the FSA programs. The financial aid
representative must attend all four and one-half days of the
workshop.

If the school uses a consultant to administer its financial aid,
the consultant must attend the training as the school’s
financial aid representative. Because the school ultimately is
responsible for proper FSA program administration, the
Department strongly recommends that a financial aid
employee from the school attend the training as well.

The school may request a waiver of the training requirement for
the financial aid administrator and/or the chief executive from its
School Participation Team. The Department may grant or deny the
waiver for the required individual, require another official to take
the training, or require alternative training.

REINSTATEMENT
A school that voluntarily left the FSA programs

*  may seek to be reinstated at any time, and

*  must submit a materially complete application to the
Department (using its old OPEID number).
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Following submission of an E-App, the Department will contact the
school if it has additional questions. Generally, this will be within 90
days of the Department receiving an E-App.

After completing its review, if a school’s E-App has been
approved, the Department will send an electronic notice to the
president and financial aid officer notifying them that the school’s
PPA is available to print, review, sign, and return. If the school’s E-App
has not been approved, we will notify the school and explain why.

A school that was terminated from the FSA programs or that left
because it was about to be terminated or otherwise sanctioned

e  generally must wait 18 months before applying for
reinstatement;

*  must submit a materially complete application to the
Department; and

e under the cohort default rate rules only, generally loses the
ability to participate for the remainder of the current fiscal
year and the two following fiscal years.

Following submission of a materially complete application, the
Department will contact the school if it has additional questions.
Generally, this will be within 90 days.

OUTCOMES OF THE APPLICATION PROCESS

Review of an E-App results in one of three outcomes: (1) full
certification, (2) provisional certification, or (3) denial. If approved,
initial applications, applications submitted as a result of a change in
ownership, and applications requesting reinstatement, are always
approved provisionally.

If the Department approves a school’s E-App, the Department will
send an electronic notice to the CEO/president and financial aid
administrator notifying them that the school’s PPA is available to
print, review, sign, and return. The PPA includes the date that the
school’s eligibility to participate expires. The school must sign and
return two copies of the PPA to the Department. The Department
then sends the school an Eligibility and Certification Approval Report
(ECAR) and the school’s copy of the PPA, signed and dated on behalf
of the Secretary. The ECAR contains the most critical data elements
that form the basis of the school’s approval and lists the highest level
of programs offered, any nondegree programs or short-term programs,
and any additional locations that have been approved for the FSA
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programs. Both the PPA and ECAR must be kept available for review
by auditors and Department officials, including individuals conducting
FSA program reviews.

Effective date for participation

The date the PPA is signed on behalf of the Secretary is the date
the school may begin FSA program participation. (Currently, there are
additional steps that must be taken for participation in the Direct Loan
Program. The Department’s Program Systems Service and regional
offices are notified, as well as state guaranty agencies, that the school is
approved to participate in the FSA programs.

Beginning to disburse funds

A school may make Pell Grant disbursements to students for the
payment period during which the PPA is signed. Schools receiving
initial certification can participate in the Campus-Based programs in
the next award year that funds become available. FFEL and Direct
Loan program disbursements may begin in the loan period that the
PPA is signed on behalf of the Secretary.

Provisional certification

In certain cases, rather than granting full approval to participate,
the Department may grant a school conditional approval to participate
in the FSA programs (for up to three complete award years). Referred
to as provisional certification in the law, this level of approval is granted
at the Department’s discretion.

The Department will, if it approves the school, offer provisional
certification to a school that allowed its PPA to expire and reapplied to
participate in the FSA programs after its approval to participate ended.
If the Department grants a provisional certification, the PPA details the
provisions of that certification.

Note: If a school applying for recertification meets the
submission deadlines detailed in the introduction to the E-App,
its PPA automatically remains in effect until the Department
either approves or does not approve the E-App.

Provisional certification is always used when —

® aschool is applying to participate for the first time (if
approved, it will be provisionally certified for no more than
one complete award year), and

®  a participating school is reapplying because it has
undergone a change in ownership, structure, or governance.
If approved, it will be provisionally certified for no more
than three complete award years.

Important: For schools subject to the two-year rule, during
the school’s initial period of participation in the FSA
programs, the Department will not approve additional
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programs that would expand the scope of the school’s
eligibility.

Provisional certification may also be used when —

®  a participating school whose participation has been limited
or suspended (or that voluntarily agrees to this provisional
status) is judged by the Department to be in an
administrative or financial condition that might jeopardize
its ability to perform its responsibilities under its PPA;

®  a participating school’s accrediting agency loses its
Departmental approval while it seeks approval from another
accrediting agency (it may be provisionally certified for no
more than 18 months after the agency’s loss of approval);

® itis determined that a school is not financially responsible
but the school has met other requirements and has accepted
provisional certification; or

®* in some cases, a school that is reapplying for certification has
a high default rate.

Revoking provisional certification

If the Department determines that a school with provisional
certification cannot meet its responsibilities under its PPA, the
Department may revoke the school’s participation in the FSA
programs. The Department will notify the school of such a
determination in a notice that states the basis and consequences of the
determination. The notice is sent by certified mail (or other
expeditious means). The revocation takes effect on the date the
Department mails the notice to the school.

The school may request a redetermination of the revocation by
submitting, within 20 days of receiving the notice, written evidence
(filed by hand delivery, mail, or fax) that the finding is unwarranted.
The Department will review the request and notify the school by
certified mail of its decision. If the revocation is upheld, the school
may not apply for reinstatement for 18 months or until the expiration
of any debarment/suspension action, whichever is later.

THE PROGRAM PARTICIPATION AGREEMENT

If the Department determines that a school has met the eligibility
requirements (discussed in chapters 1, 3, and- 4), the Department
then assesses the school’s financial responsibility and administrative
capability. These evaluations are used to determine whether the school
may be certified for participation in the FSA programs. For more
information on administrative capability and financial responsibility,
see chapters 10 and 11 respectively.

Once the Department certifies a school to participate in the FSA
programs, the school is bound by the requirements of those programs.

Program Participation Agreement
cites

Sec. 487 of the HEA

34 CFR 668.14
|

United States
Department ——
of Education

Program

Participation
Agreement
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To begin its participation, a school must enter into a Program
Participation Agreement (PPA).

An eligible school must enter into a PPA with the Department to
participate in the following programs: Federal Pell Grant, Federal
Supplemental Educational Opportunity Grant (FSEOG), Federal
Work-Study (FWS), Federal Perkins Loan (Perkins), Federal Direct
Loan Program (DL) and Federal Family Education Loan (FFEL).

Purpose and scope of the PPA

Under the PPA, the school agrees to comply with the laws,
regulations, and policies governing the FSA programs. After being
certified for FSA program participation, the school must administer
FSA program funds in a prudent and responsible manner. A PPA
contains critical information about a school’s participation in the
FSA programs. In addition to the effective date of a school’s
approval, the date by which the school must reapply for
participation, and the date on which the approval expires, the PPA
lists the FSA programs in which the school is eligible to participate.

After enumerating the FSA programs in which a school is
authorized to participate, a PPA states the General Terms and
Conditions for institutional participation. By signing the PPA a
school agrees to

1. comply with the program statutes, regulations, and policies
governing the FSA programs;

2. establish a drug abuse prevention policy accessible to any
officer, employee, or student at the school;

3. comply with

a. the Campus Security Policy and Crime Statistics
disclosure requirements of the HEA;

b.  Title VI of the Civil Rights Act of 1964, as amended,
barring discrimination on the basis of race, color, or
national origin;

c. Title IX of the Education Amendments of 1972, barring
discrimination on the basis of sex;

d. Section 504 of the Rehabilitation Act of 1973, barring
discrimination on the basis of physical handicap; and

e. The Age Discrimination Act of 1975;

4. acknowledge that the Department, states, and accrediting
agencies share responsibility for maintaining the integrity of
the FSA programs and that these organizations may share
information about the school without limitation; and
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5. acknowledge that the school must, prior to any other legal
action, submit any dispute involving the final denial,
withdrawal, or termination of accreditation to final
arbitration.

PPA Requirements

In addition to the general statement that a school will comply with
the program statutes, regulations, and policies governing the FSA
programs, a PPA contains references to selected important provisions
of the General Provisions Regulations (34 CFR Part 668). Some of the
specific requirements in 34 CFR 668 enumerated in a PPA are
discussed below. Others are discussed elsewhere in this Handbook.
The PPA specifies that —

1. The school will use funds received under any FSA program
as well as any interest and other earnings thereon solely for
the purposes specified for that program.

2. If the school is permitted to request FSA program funds
under an advance payment method, the school will time its
requests for funds to meet only the school’s immediate FSA
program needs (see Volume 4 — Processing and Managing FSA
Funds).

3. Schools cannot charge for processing or handling any
application or data used to determine a student’s FSA
eligibility. For instance, the school may not charge (or
include in the student’s cost of attendance) a fee to certify a
loan application, complete a deferment form, process a Pell
Grant payment, verify an application, or send or request a
financial aid transcript.

A student uses the Free Application for Federal Student Aid
(FAFSA) to apply for FSA program funds. However, a school
may require additional data that are not provided on the
federal form to award school aid. School charges for
collecting such data must be reasonable and within marginal
costs.

4. The school will comply with the provisions of 34 CFR 668
relating to factors of financial responsibility and
administrative capability (see chapters 10 and 11).

5. The school will provide timely information on its
administrative capability and financial responsibility to the
Department and to the appropriate state, guaranty, and
accrediting agencies (see chapters 10 and 11).

6. The school must, in a timely manner, complete reports,
surveys, and any other data collection effort of the
Department including surveys under the Integrated
Postsecondary Education Data System (IPEDS).

2-25



Vol.2 — School Eligibility and Operations, 2006-2007

The law does not require a school to verify
that a student is enrolled in a GED program
or o monitor the student's progress in the
program. A student admitted based on his
or her ability fo benefit who does not have
a high school diploma or its recognized
equivalent is not required by law to enroll
in a GED program, but the school may
choose to make this an admission
requirement.

7.

10.

11.

12.

13.

14.

The school will not provide any statement to a student or
certification to a lender that qualifies the student for a loan
or loans in excess of the annual or aggregate loan limits
applicable to that student according to the appropriate
regulations.

The school will provide information concerning institutional
and financial assistance information as required to students
and prospective students (see chapter 6).

If the school advertises job placement rates to attract
students, it must provide a prospective student with any
relevant information on state licensing requirements for the
jobs for which the offered training will prepare the student.
Also, the school must provide a statement disclosing the
most recent available data concerning employment statistics,
graduation statistics, and other information to substantiate
the truthfulness of the advertisements.

If the school participates in the FFEL program, the school
will provide borrowers with information about state grant
assistance from the state in which the school is located, and
will inform borrowers from other states of the sources of
information about state grant assistance from those states.

If the school provides financial assistance to students under
the ability to benefit provisions, the school will make
available to those students a program proven successful in
assisting students in obtaining the recognized equivalent of a
high school diploma (For additional information, see
chapter 3.).

The school cannot deny FSA funds on the grounds that a
student is studying abroad if the student is studying in an
approved-for-credit program (see chapters 1 and 7).

To begin participation in the FFEL programs (or if a school
changes ownership or changes its status as a parent or
subordinate institution), the school must develop a default
management plan for approval by the Department and must
implement the plan for at least two years.

A school is exempt from submitting a default management
plan if (a) the parent school and the subordinate school
both have a cohort default rate of 10% or less and (b) the
new owner of the parent or subordinate school does not
own, and has not owned, any other school with a cohort
default rate over 10%.

The school must acknowledge the authority of the
Department and other entities to share information
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15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

regarding fraud, abuse, or the school’s eligibility for
participation in the FSA programs (see chapter 12).

The school may not knowingly employ or contract with any
individual, agency, or organization that has been convicted
of or pled guilty or nolo contendere to a crime or was
judicially determined to have committed fraud involving the
acquisition, use, or expenditure of federal, state, or local
government funds or has been administratively or judicially
determined to have committed fraud or any other material
violation involving federal, state, or local government funds.

In the case of a school that offers athletically related student
aid, it will disclose the completion and graduation rates of
student athletes and the athletic program participation and
financial support pursuant to 34 CFR 668.47 and 34 CFR
668.48 in conformance with the Student Right-to-Know Act
(see chapter 6).

The school cannot penalize in any way a student who is
unable to pay school costs due to compliance with the FSA
program requirements or due to a delay in a Title IV loan
disbursement caused by the school.

The school cannot pay or contract with any entity that pays
commissions or other incentives based directly or indirectly
on securing enrollment or financial aid (except when
recruiting foreign students ineligible for FSA program
funds) to persons engaged in recruiting, enrolling,
admitting, or financial aid administration (For additional
information, see the section Incentive Compensation later in
this chapter.).

The school must comply with the requirements of the
Department as well as those of accrediting agencies
(see chapter 1).

The school must comply with the requirements for the
Return of Title IV funds when a student withdraws (see
Volume 5 — Overawards, Overpayments, and Withdrawal
Calculations).

The school is liable for all improperly administered funds
received or returned under the FSA programs including any
funds administered by a third-party servicer.

A school must furnish information to the holders of Stafford
or PLUS loans that were made at that school, as needed to
carry out program requirements.

A school must not certify or originate an FFEL or Direct
Loan for an amount that exceeds the annual or aggregate
loan limits.

If the stated objectives of an educational program offered by
the school are preparing students for gainful employment in
a recognized occupation the school will
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a. demonstrate a reasonable relationship between the
length of the program and entry level requirements for
the recognized occupation, and

b. establish the need for the training for the student to
obtain employment in the recognized occupation for
which the program prepares the student.

25. Either the institution or the Department may terminate a
PPA.

An institution’s PPA no longer covers a location of the institution
as of the date that location ceases to be part of the participating
institution.

The above list is not exhaustive; schools must carefully review all of
the requirements listed on their PPA and those specified in 34 CFR
668.14. In addition, a school must meet any requirements for
participation specific to an individual FSA program.
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Participation
Requirements

A school that participales in the FSA programs must meet certain requirements.
Participation standards are important because FSA funds recerved by a
participating school arve held in trust by that school for the intended student
beneficiaries (except for allowed administrative expense resmbursement). This
chapter explains many of the participation requirements.

GENERAL REQUIREMENTS

Voter registration

The PPA includes a voter registration requirement that applies The FSA Assessment modules
to general elections and special elections for federal office, and to that can assist you in understanding and
the elections of governors and other chief executives within a state.  assessing your compliance with the

provisions of this chapter are "Institutional

If a participating institution is not located in a state that has Eligibiliy,” ot
enacted the motor vehicle/voter registration provisions of the
National Voter Registration Act, the PPA requires the institution to
make agood faith effort to distribute voter registration forms to its
students. (Schools in Puerto Rico are not subject to this provision
because Puerto Rico is not a state under the National Voter
Registration Act.) http://ifap.ed.gov/qamodule/

ConsumerModule/
A school must request voter registration forms from the state in  Consumerinformation.html

which it is located 120 days prior to the state's deadline for
registering to vote. The school must make the voter registration and "Recertification,” at
forms widely available to its students. It must individually distribute

the forms to its degree or certificate seeking (FSA eligible) students. http:/ifap.ed.gov/qamodule/
RecerModule/Recertification.html

http://ifap.ed.gov/qamodule/

"Consumer Information," at

If a school dos not get the forms within 60 days prior to the
deadline for registering to vote in the state, it is not liable for failing
to meet the requirement during that election year.

GED preparatory program required

A school that admits students without a high school diploma or its
recognized equivalent (except home-schooled students) must make a
GED preparatory program available to its students. The school must
provide information about the availability of the GED program to
affected students. The course does not have to be provided by the
school itself, and the school is not required to pay the costs of the
program. The GED program must be offered at a place that is

InstitutionalEligibility/AssessmentA.html
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Third-party servicer cite

34 CFR 668.25, 668.1, 668.2, 668.11, 668.14
668.15, 668.16, 668.23, 668.81, 668.82,
668.83, 668.84, 668.86, 668.87, 668.88,
668.89, and Subpart H.

convenient for the students and the school must take reasonable steps
to ensure that its students have access to the program, such as
coordinating the timing of its program offerings with that of the GED
program. The GED program must be proven successful in preparing
its students to obtain a GED—such programs include GED programs
that are conducted by state and local secondary school authorities, as
well as programs for which the school has documentation that
statistically demonstrates success.

The law does not require a school to verify that a student is
enrolled in a GED program or to monitor the student’s progress in the
program. A student admitted based on his or her ability to benefit who
does not have a high school diploma or its recognized equivalent is
not required by law to enroll in a GED program, but the school may
choose to make this an admission requirement. A student may not
receive FSA program funds for the GED program although he or she
may be paid for postsecondary courses taken at the same time as the
GED coursework, including remedial coursework at the secondary
level or higher.

For more on remedial coursework, including the admission of
ability-to-benefit students, see Volume I — Student Eligibility.

Civil rights and privacy requirements

When a school signs the PPA, it also agrees to comply with the civil
rights and privacy requirements contained in the Code of Federal
Regulations (CFR) that apply to all students in the educational
program, not just to FSA recipients (see chapters 6 & 9).

CONTRACTS WITH THIRD-PARTY SERVICERS

Schools are permitted to contract with consultants for assistance in
administering the FSA programs. However, the school ultimately is
responsible for the use of FSA funds and will be held accountable if
the consultant mismanages the programs or program funds.

The General Provisions regulations contains requirements for all
participating institutions that contract with third-party servicers. As
defined by regulation, a third-party servicer is an individual or
organization that enters into a contract (written or otherwise) with a
school to administer any aspect of the institution’s FSA participation.

Examples of functions that are covered by this definition are:

*  processing student financial aid applications, performing
need analysis, and determining student eligibility or related
activities;

e certifying loan applications, servicing loans, or collecting
loans;
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*  processing output documents for payment to students, and
receiving, disbursing, or delivering FSA funds;

*  conducting required student consumer information services;

*  preparing and certifying requests for advance or
reimbursement funding, preparing and submitting notices
and applications required of eligible and participating
schools, or preparing the Fiscal Operations Report and
Application to Participate (FISAP); and

*  processing enrollment verification for deferment forms or
Student Status Confirmation Reports.

Excluded activities

Examples of functions excluded from this definition are:

¢  performing lockbox processing of loan payments;

e  performing normal electronic fund transfers (EFIs);
*  publishing ability-to-benefit tests;

o acting as a Multiple Data Entry Processor (MDE);

° financial and compliance auditing;

*  mailing documents prepared by a school or warehousing
school records;

®  participating in written arrangements between eligible
schools to make eligibility determinations and FSA program
awards under 34 CFR 668.5(d) (2); and

*  providing computer services or software.
Employees of a school
An employee of a school is not a third-party servicer. For this
purpose, an employee is one who:
° works on a full-time, part-time, or temporary basis,

e  performs all duties on site at the school under the
supervision of the school,

* s paid directly by the school,

* s not employed by or associated with a third-party servicer,
and

*  is nota third-party servicer for any other school.

Requirements for contracting with
a third-party servicer

A school may only contract with an eligible third-party servicer as
specified by the regulatory criteria. Under such a contract, the servicer
agrees to comply with all applicable requirements, to refer any
suspicion of fraudulent or criminal conduct in relation to FSA
program administration to the Department’s Inspector General, and, if
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the servicer disburses funds, to confirm student eligibility and make
the required Returns to Title IV funds when a student withdraws.

If the contract is terminated, or the servicer ceases to perform any
functions prescribed under the contract, the servicer must return to
the school all unexpended FSA funds and records related to the
servicer’s administration of the school’s participation in the FSA
programs.

Institutional liability

A school remains liable for any and all FSA-related actions taken by
the servicer on its behalf.

Notifying the Department of contracts

Schools are required to notify the Department of all existing third-
party servicer contracts. If a school has submitted information
regarding its third-party servicers as part of applying for certification
or recertification, no additional submission is required. A school is not
required to notify the Department if it does not contract with any
third-party servicers.

If a school has not notified the Department, the school
immediately must do so by completing Section ] of the Application for
Approval to Participate in Federal Student Aid Programs (E-App) (see
chapter 5).

Schools are required to notify the Department if:

*  the school enters into a contract with a new third-party
Servicer;

*  the school significantly modifies a contract with an existing
third-party servicer;

*  the school or one of its third-party servicers terminates a
contract;

*  or a third-party servicer ceases to provide contracted
services, goes out of business, or files for bankruptcy.

Notification to the Department (which must include the name and
address of the servicer and the nature of the change or action) must
be made within 10 days of the date of the change or action.

A school must provide a copy of its contract with a third-party
servicer only upon request. A school is not required to submit the
contract as part of the recertification process.
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INCENTIVE COMPENSATION

The Department does not review or approve an individual school s payment
arrangements. ED developed the 12 permissible payment arrangements found
in 34 CFR 668.14(b)(22)(ii) to provide an illustrative framework a school may
use to make its own determination about compliance with the HEA. The list is
not exhaustive, and schools that have additional questions should consult with

their legal counsel when making this determination.

Section 487 (a) (20) of the HEA prohibits a school from providing Covered employee

any commission, bonus, or other incentive payment based directly or One who is involved in recruitment, admis-
indirectly on success in securing enrollments or financial aid to any sions, enroliment, or financial aid
individual or entity engaged in recruiting or admission activities or in ~ acfivifies

making decisions regarding the award of FSA program funds. This
statutory prohibition is implemented in 34 CFR 668.14(b) (22).

In response to numerous requests from schools, and after
engaging in negotiations with the financial aid community, the
Department amended the regulations on November 1, 2002. ED
identified 12 types of payment and compensation plans that do not
violate the statutory prohibition. These 12 safe harbors are divided into
two categories.

The first safe harbor comprises the entirety of the first category,
and describes whether a particular compensation payment is an
incentive payment. It explains the conditions under which a school
may pay compensation without that compensation being considered
an incentive payment.

The second category is composed of the remaining 11 safe
harbors. It describes the conditions under which a school may make
an incentive payment to an individual or entity that could potentially
be construed as based upon securing enrollments or financial aid.
The safe harbors in this category describe the conditions under which
such a payment may be made. If an incentive payment arrangement
falls within any one safe harbor, that payment arrangement is not
covered by the statutory prohibition.

The payment or compensation plans included in the safe harbors
cover the following subjects:
1. adjustments to employee compensation;

2. recruitment into programs that are not eligible for Title FSA
program funds;

payment for securing contracts with employers;
4.  profitsharing or bonus payments;

5. compensation based upon students completing their
programs of study;
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Adjustments to employee
compensation cite
34 CFR 668.14(b)(221(iilA)

Programs that are not eligible for
FSA program assistance cite
34 CFR 668.14(b)(22)(i)B)

Contracts with employers cite
34 CFR 668.14(0)22)(i)C)

6. payments to employees for pre-enrollment activities;

7. compensation paid to managerial and supervisory employees
not involved in admissions or financial aid;

token gifts;
9.  profit distributions;
10. Internet-based recruiting activities;

11. payments to third parties for services to the school that do
not include recruitment activities; and

12. payments permitted to third parties for services that include
recruitment activities.

Adjustments to employee compensation

This safe harbor strikes a balance between a school’s need to
base its employees’ salaries or wages on merit, and the Department’s
responsibility to ensure that such adjustments do not violate the
statutory prohibition against the payment of commissions, bonuses,
and other incentive payments. Under this safe harbor, a school may
make up to two adjustments (upward or downward) to a covered
employee’s annual salary or fixed hourly wage rate within any 12-
month period without the adjustment being considered an
incentive payment, provided that no adjustment is based solely on
the number of students recruited, admitted, enrolled, or awarded
financial aid. One cost-of-living increase that is paid to all or
substantially all of the school’s full-time employees will not be
considered an adjustment under this safe harbor. In addition, with
regard to overtime, if the basic compensation of an employee is not
an incentive payment, neither is overtime pay required under the
Federal Labor Standards Act.

Enrollments in programs that are not eligible for FSA
program assistance

This safe harbor recognizes that compensation to recruiters based
upon their recruitment of students who enroll only in programs that
are not eligible for FSA program funds is not covered by the incentive
compensation prohibition.

Contracts with employers

In general, the business-to-business marketing of employer-
provided education is not covered by the incentive compensation
prohibition. This safe harbor addresses the payment of employees'
tuition and fees by an employer (either directly to the school or by
reimbursement to the employee) under a contract arranged by a
recruiter who is paid an incentive.
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As long as there is no direct contact by the school’s representative

with prospective students, and as long as the employer is paying at least

50% of the training costs, incentive payments to recruiters who
arrange for such contracts are not covered by the incentive payment

prohibition, provided that the incentive payments are not based on the
number of employees who enroll, or the amount of revenue generated

by those employees.

Profit-sharing or bonus payments

Profitsharing and bonus payments to all or substantially all of a
school's full-time employees are not incentive payments based on
success in securing enrollments or awarding financial aid. As long as
the profitsharing or bonus payments are substantially the same
amount or the same percentage of salary or wages, and as long as the
payments are made to all or substantially all of the school's full-time
professional and administrative staff, compensation paid as part of a
profitsharing or bonus plan is not considered a violation of the
incentive payment prohibition. In addition, such payments can be
limited to all or substantially all of the full-time employees at one or
more organizational level at the school, except that an organizational
level may not consist predominantly of recruiters, the admissions staff,
or the financial aid staff.

Compensation based upon program completion

This safe harbor recognizes that a major reason for the incentive
compensation prohibition is to prevent schools from enrolling
unqualified students. Completing a program of education or, in the
case of students enrolled in a program longer than one academic year,
completing the first academic year of that program, is a reliable
indicator that the students were qualified to enroll in the program.
Therefore, compensation that is based upon students successfully
completing their educational programs, or one academic year of their
educational programs, whichever is shorter, does not violate the
incentive compensation prohibition.

Successful completion of an academic year means that the student
has earned at least 24 semester or trimester credit hours or 36 quarter
credit hours, or has successfully completed at least 900 clock hours of
instruction at the school . (Time may not be substituted for credits
earned.) In addition, the 30 weeks of instructional time element of the
definition of an academic year does not apply to this safe harbor.
Therefore, this safe harbor applies when a student earns, for example,
24 semester credits, no matter how short or long a time that takes.

Profit-sharing or bonus payments
cite
34 CFR 668.14(0)(22)ii)D)

Compensation based upon
program completion cite
34 CFR 668.14(b)(22)ilE)

Credits must be earned in residence

For this purpose, a school may not count
transfer credits, credits awarded through
successful completion of testing, credits for
life experience, and any other credits not
earned through aftendance at that school
toward the successful completion of an
academic year.
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Pre-enroliment activities cite
34 CFR 668.14(b)(22]lii)(F)

Buying third-party leads

Although buying leads from third parties for
a flat fee is not a clerical pre-enrollment
activity under this safe harbor, the activity is
not covered under the incentive
compensation prohibition.

Managerial and supervisory
employees cite
34 CFR 668.14(b)(22)(i)G)

Token gifts cite
34 CFR 668.14(b)(22)iilH)

The fair market value of an item
might be considerably greater than its cost.
A high value item for which the school paid
a minimal cost would not be considered a

token gift.

Profit distributions cite
34 CFR 668.14(b)(22)iill

Pre-enrollment activities

This safe harbor recognizes that generally, clerical pre-enrollment
activities are not considered recruitment or admission activities.
Accordingly, individuals whose responsibilities are limited to pre-
enrollment activities that are clerical in nature are outside the scope of
the incentive payment restrictions.

The Department considers that soliciting students for interviews is
a recruitment activity, not a pre-enrollment activity, and individuals
may not receive incentive compensation based on their success in
soliciting students for interviews. In addition, since a recruiter’s job
description is to recruit, it would be very difficult for a school to
document that it was paying a bonus to a recruiter solely for clerical
pre-enrollment activities.

Managerial and supervisory employees

This safe harbor recognizes that the incentive payment prohibition
applies only to individuals who perform activities related to
recruitment, admissions, enrollment, or the financial aid awarding
process and their immediate supervisors. Direct supervisors are
included in this prohibition because their actions generally have a
direct and immediate impact on the individuals who carry out these
covered activities.

The incentive payment prohibition, therefore, does not extend
beyond first line supervisors or managers.

Token gifts

Under this safe harbor, the regulations have been amended to take
into account an increase in the value of what is considered a token gifi.
The Department has increased the maximum cost of a token, noncash
gift that may be provided to an alumnus or student to $100, provided
that:

e the gifts are not in the form of money; and
* 1o more than one gift is provided annually to an individual.

The cost basis of a token noncash gift is what the school paid for it.
The value is the fair market value of the item.

Profit distributions

This safe harbor recognizes that profit distributions to owners are
not payments based on success in securing enrollments or awarding
financial aid. Therefore any owner, whether an employee or not, is
entitled to a share of the organization’s profits to the extent they
represent a proportionate share of the profits based upon the
employee’s ownership interest.
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Internet-based activities

This safe harbor recognizes that the Internet is simply a
communications medium, much like the U.S. mail, and is outside the
scope of the incentive compensation prohibition. This safe harbor
permits a school to award incentive compensation for Internet-based
recruitment and admission activities that —

e  provide information about the school to prospective
students;

° refer prospective students to the school ; or

®  permit prospective students to apply for admission online.

Payments to third parties for non-recruitment
activities

This safe harbor recognizes that the incentive payment prohibition
applies only to activities dealing with recruiting, admissions,
enrollment, and financial aid. Therefore, payments to third parties for
other types of services, including tuition-sharing arrangements,
marketing, and advertising are not covered by the incentive
compensation prohibition.

Payments to third parties for recruitment activities

This safe harbor recognizes that the incentive compensation
prohibition applies to individuals who work both for the school and to
entities outside the school, and that the rules that apply to schools
apply equally to outside entities. Thus, if a school uses an outside entity
to perform activities for it, including covered activities, the school may
make incentive payments to the third party without violating the
incentive payment prohibition as long as the individuals performing
the covered activities are compensated in a way that would fall within
the safe harbors of the regulations.

For example, if a school established a group of employees who
provided the school with a series of services, and one of those services
was recruiting, the incentive compensation prohibition would preclude
only the individuals doing the recruiting from being paid on an
incentive basis.

If that school hired a contractor to provide these services, the same
rules would apply. The outside entity could not pay the individuals
performing the recruiting services on an incentive basis, but it could
pay the other employees performing non-recruiting activities on an
incentive basis.

Internet-based activities
34 CFR 668.14(b)(22)(iillJ)

Payments to third parties for
non-recruitment activities
34 CFR 668.14(b)(22)(il(K)

Payments to third parties for
recruitment activities
34 CFR 668.14(b)22)lillL

2-37



Vol.2 — School Eligibility and Operations, 2006-2007

Prohibited inducements
Schools 34 CFR 682.212
Lenders 34 CFR 682.200
Guarantors 34 CFR 682.401(e)

PROHIBITED ACTIVITIES IN THE LOAN
PROGRAMS

A school is prohibited from paying points, premiums, payments, or
additional interest of any kind to an eligible lender or other party in
order to induce a lender to make loans to students at the school or to
the parents of the students.

Lenders may not offer, directly or indirectly, points, premiums,
payments, or other inducements, to a school or any other party to
secure applicants for FFEL loans. Similar restrictions apply to guaranty
agencies. In addition, lenders and guaranty agencies are forbidden to
mail unsolicited loan application forms to students enrolled in high
school or college, or to their parents, unless the prospective borrower
has previously received loans guaranteed by that agency.

However, lenders, guaranty agencies, and other participants in the
FFEL Program may assist schools in the same way that the Department
assists schools under the Direct Loan Program. For example, a lender’s
representatives can participate in counseling sessions at a school,
including initial counseling, provided that school staft are present, the
sessions are controlled by the school, and the lender’s counseling
activities reinforce the student’s right to choose a lender. A lender can
also provide loan counseling for a school’s students through the Web
or other electronic media, and it can help a school develop, print, and
distribute counseling materials.

ANTI-DRUG ABUSE REQUIREMENTS

The HEA requires a school to certify to the Department that it
operates a drug abuse prevention program that is accessible to its
students, employees, and officers. Two other laws added related
requirements for postsecondary schools that receive FSA funds.

The Drug-Free Workplace Act of 1988

The Drug-Free Workplace Act of 1988 (Public Law 101-690)
requires a federal grant recipient to certify that it provides a drug-free
workplace. Because a school applies for and receives its Campus-Based
allocation directly from the Department, the school is considered to be
a grantee for purposes of the Act. Therefore, to receive Campus-Based
funds, a school must complete the certification on ED Form 80-0013,
which is part of the FISAP package (the application for Campus-Based
funds). This certification must be signed by the school’s CEO or other
official with authority to sign the certification on behalf of the entire
school.
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Requirements for a drug-free workplace

The certification lists a number of steps that the school must take
to provide a drug-free workplace, including:

*  establishing a drug-free awareness program to provide
information to employees;

e  distributing a notice to its employees of prohibited unlawful
activities and the school’s planned actions against an
employee who violates these prohibitions; and

*  notifying the Department and taking appropriate action
when it learns of an employee’s conviction under any
criminal drug statute.

A school’s Administrative Cost Allowance (ACA) may be used to
help defray related expenses, such as the cost of printing informational
materials given to employees. (For a complete explanation of the
ACA, see Volume 6 — Campus-Based Programs.)

Scope of the Act

The drug-free workplace requirements apply to all offices and
departments of a school that receives Campus-Based funds.
Organizations that contract with the school are considered
subgrantees not subject to the requirements of the Drug-Free
Workplace Act.

Drug-Free Schools and Communities Act

The Drug-Free Schools and Communities Act (Public Law
101-226) requires a school to certify that it has adopted and
implemented a program to prevent drug and alcohol abuse by its
students. Unlike the annual drug-free workplace certification, a school
usually will only submit this certification to the Department once (on
the E-App). (A school that changes ownership is an exception; it
must recertify.)

Distribution to students and staff

The drug prevention program adopted by the school must include
an annual distribution to all students, faculty, and staft of information
concerning drug and alcohol abuse and the school’s prevention
program.

Development and review of a
drug prevention program

A school must review its drug prevention program once every two
years to determine its effectiveness and to ensure that its sanctions are
being enforced. The development of a drug prevention program,
although a condition for receiving FSA funds, is usually undertaken by
the school administration at large, not by the financial aid office. The
regulations originally published on this topic (August 16, 1990) were
mailed to participating schools at the time; they offer a number of
suggestions for developing a drug prevention program.
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The effectiveness of a school’s drug prevention program may be

measured by tracking:

*  the number of drug- and alcohol-related disciplinary actions;
*  the number of drug- and alcohol-related treatment referrals;

*  the number of drug- and alcohol-related incidents recorded
by campus police or other law enforcement officials;

*  the number of drug- and alcohol-related incidents of
vandalism;

*  the number of students or employees attending self-help or
other counseling groups related to alcohol or drug abuse;
and

*  student, faculty, and employee attitudes and perceptions
about the drug and alcohol problem on campus.

Consequences of noncompliance

A school that does not certify that it has a drug prevention

program, or that fails to carry out a drug prevention program, may
lose its approval to participate in the FSA programs.

Resources that schools can utilize in creating drug prevention

programs are listed on the chart that follows.

Additional Sources of Information

The following resources are available for schools that are developing drug
prevention programs.

The Center for Substance Abuse Treatment and Referral Hotline.
Information and referral line that directs callers to treatment
centers in the local community. (1-800-662-HELP)

The Drug Free Workplace Helpline.

A line that provides information only to private entities about
workplace programs and drug testing. Proprietary and private
nonprofit but not public postsecondary schools may use this line.
(1-800-967-5752)

The National Clearinghouse for Alcohol and Drug Information.
Information and referral line that distributes U.S. Department
of Education publications about drug and alcohol prevention
programs as well as material from other federal agencies.
(1-301-468-2600)
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ANTI-LOBBYING CERTIFICATION AND
DISCLOSURE

In accordance with Public Law 101-121 (and regulations published
December 20, 1989), any school receiving more than $100,000 for its
participation in the Campus-Based programs must provide the
following to the Department:

*  Certification Form (combined with Debarment and Drug-
Free Workplace Certifications, ED-80-0013). The school will
not use federal funds to pay a person for lobbying activities
in connection with federal grants or cooperative agreements.
This certification must be renewed each year for a school to
be able to draw down Campus-Based funds.

o Disclosure Form (Standard Form LLL). If the school has
used nonfederal funds to pay a nonschool employee for
lobbying activities, the school must disclose these lobbying
activities to the Department. The school must update this
disclosure at least quarterly and when changes occur.

Both of these forms are sent to schools with the Campus-Based
fiscal report/application (FISAP) each summer. The certification form
and the disclosure form must be signed by the CEO or other
individual who has the authority to sign on behalf of the entire school.
A school is advised to retain a copy in its files.

Primarily, these certifications cover the use of the Campus-Based
Administrative Cost Allowance (ACA). Association membership is not a
legitimate administrative cost of the FSA Programs. Schools may not
use the ACA to pay for their membership in professional associations
(such as NASFAA, AICS, NACUBO, etc.), regardless of whether the
association engages in lobbying activities.

The school is also responsible for payments made on its behalf,
and must include the certification in award documents for any
subgrantees or contractors (such as need analysis servicers, financial
aid consultants, or other third parties paid from the ACA).
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School as FFEL lender cite
34 CFR 682.601

Foreign gifts reporting cite
Sec. 117 of the HEA

Recent reminder to schools of
requirements for reporting
foreign gifts

DCL: GEN-04-11, Oct. 4, 2004.

Foreign source defined

A foreign source is

e aforeign government, including an
agency of a foreign government;

e alegal entity created solely under the
laws of a foreign state or states;

e anindividual who is not a citizen or
national of the United States; and

e anagent acting on behalf of a foreign
source.

A school acting as a lender in the FFEL program

Under certain conditions, a school that is not a correspondence
school (see chapter 8) may make (originate) loans under the FFEL
program. To originate FFEL loans a school must meet all of the
following conditions —

1. Unless it is granted a waiver by the Department, a school
may not have loans outstanding to or on behalf of more
than 50% of the undergraduates in attendance on at least a
half-time basis.

2. The school must inform any undergraduate student who has
not previously obtained a loan from the school and who
seeks to obtain such a loan that he or she must first make a
good faith effort to obtain a loan from a commercial lender.

3. The school may not make or originate a loan for an
academic period to a student until the student provides the
school with evidence of denial of a loan by a commercial
lender for the same academic period.

4. The school's cohort default rate must not exceed 15%.

5. Except for reasonable administrative expenses directly
related to the FFEL Program, the school must use federal
payments of interest and special allowances for need-based
grant programs for its students.

REPORTING INFORMATION ON
FOREIGN SOURCES AND GIFTS

Federal law requires certain postsecondary schools (whether or
not the school is eligible to participate in the FSA programs) to report
ownership or control by foreign sources. Federal law also requires
these postsecondary schools to report contracts with or gifts from the
same foreign source that, alone or combined, have a value of $250,000
or more for a calendar year. These reports must be filed with the
Department by the January 31 or July 31 (whichever is sooner) after
the date of receipt of the gifts, date of the contract, or date of
ownership or control. The January 31 report should cover the period
July 1 — December 31 of the previous year, and the July 31 report
should cover January 1 — June 30 of the same year.

Who must report

A school (and each campus of a multicampus school) must report
this information if the school

*  islegally authorized to provide a program beyond the
secondary level within a state;
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®  provides a program that awards a bachelor’s degree or a
more advanced degree, or provides at least a two-year
program acceptable for full credit toward a bachelor’s
degree;

*  isaccredited by a nationally recognized accrediting agency;
and

*  is extended any federal financial assistance (directly or
indirectly through another entity or person) or receives
support from the extension of any federal financial
assistance to the school’s subunits.

Contents of disclosure report

Each disclosure report to the Department must contain

e  for gifts received from or contracts entered into with a
foreign government — the name of the country and the
aggregate amount of the gifts and contracts received from
each foreign government;

e  for gifts received from or contracts entered into with a
foreign source other than a foreign government — the name
of the foreign state to which the contracts or gifts are
attributable, and the aggregate dollar amount of the gifts
and contracts attributable to a particular country (The
country to which a gift or a contract is attributable is the

Contract defined

Any agreement for the acquisition by pur-
chase, lease, or barter of property or ser-
vices for the direct benefit or use of either of

country of citizenship; or, if unknown, the principal the parties.
residence for a foreign source who is a natural person and
the country of incorporation, or if unknown, the principal Gift defined

place of business for a foreign source that is a legal entity.); Any gift of money or properiy.

* in the case of a school that is owned or controlled by a
foreign entity — the identity of the foreign entity, the date on
which the foreign entity assumed ownership or control, and
a description of any substantive changes to previously
reported ownership or control, or institutional program or
structure resulting from the change in ownership or control;

e  for restricted or conditional gifts received from, or restricted
or conditional contracts entered into with a foreign
government — the name of the foreign country, the amount
of the gift or contract, the date of the gift or contract, and a
description of the conditions or restrictions;

e  for restricted or conditional gifts received from or restricted
or conditional contracts entered into with a foreign person —
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Restricted or conditional gift or
contract

Any endowment, gift, grant, contract, award,
present, or property of any kind that includes
provisions regarding

e the employment, assignment, or
termination of faculty;

¢ the establishment of departments, centers,
research or lecture programs, or new faculty
positions;

e the selection or admission of students; or
e the award of grants, loans, scholarships,
fellowships, or other forms of financial aid
restricted to students of a specified country,
religion, sex, ethnic origin, or polifical
opinion.

Penalties

If a school fails to comply with the require-
ments of this law in a timely manner, the De-
partment is authorized to undertake a civil
action in federal district court to ensure com-
pliance. Following a knowing or willful failure
to comply, a school must reimburse the Trea-
sury of the United States for the full costs of
obtaining compliance with the law.

For additional information
Contact the School Participation Team for
your state. The telephone numbers for the
School Participation Teams can be found at
the end of chapter 12.

the citizenship (or if unknown, the principal residence) of

that person, the amount of the gift or contract, the date of

the gift or contract, and a description of the conditions and
restrictions; and

e  for restricted or conditional gifts received from or restricted
or conditional contracts entered into with a foreign source
(legal entity other than a foreign state or individual — the
country of incorporation or, if unknown, the principal place
of business for that foreign entity), the amount of the gift or
contract, date of the gift or contract, and a description of
the conditions and restrictions.

Alternative reporting

In lieu of the reporting requirements listed above:

e Ifaschoolisin a state that has substantially similar laws for
public disclosure of gifts from, or contracts with, a foreign
source, a copy of the report to the state may be filed with the
Department. The school must provide the Department with
a statement from the appropriate state official indicating
that the school has met the state requirements.

¢ If another department, agency, or bureau of the Executive
Branch of the federal government has substantially similar
requirements for public disclosure of gifts from, or contracts
with, a foreign source, the school may submit a copy of this
report to the Department.

Where to report foreign gift information

Foreign gift, contract, and ownership or control reports must be
submitted to the FSA School Participation Teams using FSA's
electronic application process (E-App) found at

www.eligcert.ed.gov

Go to Section K, Question 69, and enter the appropriate
information about the foreign gift, contract, or ownership and control,
then go to Section L, to complete the signature page. You may then
submit your report.
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In this chapter, we discuss the relationship between
program eligibility and on institutional eligibility.

PROGRAM ELIGIBILITY REQUIREMENTS

To qualify as an eligible institution, a school must offer at least
one eligible program. Not all programs at an eligible institution must
be eligible, but at least one of the programs at the school must meet
the eligible program requirements.

Determination of program eligibility

Except for students enrolled in certain preparatory or teacher Program eligibility cite
certification courses a student must be enrolled in an eligible 34 CFR 668.8
program to receive FSA funds (for more information, see Volume 1 —

Student Eligibility). Because a school’s eligibility does not necessarily
extend to all its programs, the school must ensure that a program is
eligible before awarding FSA program funds to students in that
program. The school is ultimately responsible for determining that a
program is eligible. In addition to determining that the program
meets the eligible program definition, the school should make certain
that the program is included under the notice of accreditation from a
nationally recognized accrediting agency (unless the agency does not
require that particular programs be accredited). The school should
also make certain that it is authorized by the appropriate state to offer
the program (if the state licenses individual programs at
postsecondary institutions). (Please see the chart on Eligible
Institutions and the discussion under Legal authorization by a state
earlier in chapter 1.)

A school’s eligibility extends to all eligible programs and locations
that were identified on the school’s E-App, unless the Department
determines that certain programs or locations did not meet the
eligibility requirements. In general, the school’s eligible nondegree
programs and locations are specifically named on the approval notice
(Eligibility and Certification Approval Report [ECAR]). Additional
locations and programs may be added later, and may not appear on
an ECAR issued earlier. (see chapter 2).
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Recognized occupation

A non-degree program and af a
postsecondary vocational school or
proprietary school, a degree program,
must prepare students in that program for
gainful employment in a specific recognized
occupation.

A "recognized occupation” is one that is
listed in the “occupational division” of the
most recent edition of the Dictionary of
Occupational Titles (DOT) (published by the
U.S. Department of Labor) or one that is
considered by ED, in consultation with the
Department of Labor, fo be a recognized
occupation.

The Department of Labor last updated the
DOT in 1991. You can find the DOT at

http://www.odlj.dol.gov/libdot.htm

The Department of Labor has replaced the
DOT with the Occupational Information
Network (O*NET Online) available at

http://online.onetcenter.org/

Please note that if the title of your program
does not clearly indicate the specific
occupation that the program prepares the
student for, you must provide that
information on the school's E-App.

If a program offered through telecommunications or continuing
education meets the definition of an eligible program, students
enrolled in that program must be considered for FSA program
assistance on the same basis as students enrolled in eligible programs
offered through traditional modes. With some limitations, if a
program offered through correspondence meets the definition of
an eligible program, students enrolled in that program will be
considered eligible. (See chapter 8 for more information.)

When a school offers programs that meet different eligible
program definitions, the school is operating as more than one type
of institution. For example, a public or private non-profit institution
that offers a bachelor’s degree program (qualifying the school as an
institution of higher education) may also offer a certificate or diploma
training program that qualifies it as a postsecondary vocational
institution.

Types of eligible programs at an institution of higher
education

A school qualifies as an institution of higher education if (in
addition to meeting all other eligibility requirements, including being
a nonprofit school) it offers a program that leads to an associate,
bachelor’s, professional, or graduate degree. For such programs, there
are no minimum program length requirements.

A school may also qualify as an institution of higher education if it
offers a program of at least two academic years in duration that is
acceptable for full credit toward a bachelor’s degree, or if it offers a
program of at least one academic year in duration that leads to a
certificate, degree, or other recognized credential and prepares
students for gainful employment in a recognized occupation.

Types of eligible programs at a proprietary or
postsecondary vocational institution

Three types of eligible programs will qualify an otherwise eligible
school as a proprietary institution or a postsecondary vocational
institution. All of these programs must have a specified number of
weeks of instruction, and must provide training that prepares a student
for gainful employment in a recognized occupation.

1. The first type of eligible program must provide at least 600
clock hours, 16 semester or trimester hours, or 24 quarter
hours of undergraduate instruction offered during a
minimum of 15 weeks of instruction. The program may
admit as regular students persons who have not completed
the equivalent of an associate degree.

2. The second type of eligible program must provide at least
300 clock hours, 8 semester hours, or 12 quarter hours of
instruction offered during a minimum of 10 weeks of
instruction. The program must be a graduate or professional
program or must admit as regular students only persons who
have completed the equivalent of an associate degree.
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3. The third type of program is known as the short-term program.
A short-term program qualifies for the FFEL and Direct
Loan programs only. This type of program must provide at
least 300 but less than 600 clock hours of instruction offered
during a minimum of 10 weeks of instruction. The program
must admit as regular students some persons who have not
completed the equivalent of an associate degree. Short-term
programs must also satisfy qualitative factors for completion
rates, placement rates, program length, and period of
existence of the program. Specifically, these programs must:

*  have verified completion and placement rates of at least

70%,

*  not be more than 50% longer than the minimum
training period required by the state or federal agency,
if any, for the occupation for which the program of
instruction is intended, and

*  have been in existence for at least one year.

For the purpose of demonstrating compliance with these
qualitative factors, a school must calculate the completion and
placement rates for the award year, as explained later. The
independent auditor who prepares the school’s compliance audit
report must attest to the accuracy of the school’s calculation of
completion and placement rates.

Completion Rate Calculation

Number of regular students who earned credentials for successfully
completing the program within 150% of the length of the program.

Number of regular students enrolled for the year

— number of regular students who withdrew with a
100% refund of tuition and fees

— number of regular students enrolled at the end of the year

The school must document the employment of any student it
includes as employed in the placement rate calculation. Examples of
such documentation include, but are not limited to, a written
statement from the employer, signed copies of state or federal income
tax forms, or written evidence of payment of Social Security taxes.

The school must reasonably determine whether a related
occupation is comparable. For instance, for a student who was trained
as an auto mechanic, it is reasonable to determine that a job as a boat
mechanic is comparable. However, for a person trained in retail sales
management, a counter-service job at a fastfood restaurant is not
comparable.
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Placement Rate Calculation

Number of students who obtained employment* within 180 days of
receiving credential and who are employed (or have been employed) for at
least 13 weeks following receipt of credential

Number of regular students who received credential for

successfully completing the program.

*in the recognized occupation for which they were trained

or in a related comparable occupation

Exceptions to the eligible program definition

There are two cases (certain types of preparatory coursework and
teacher-certification programs) where students may receive FFEL or
Direct Loan funds for enrollment in a program even when it does not
meet the eligible program definition. In addition, students enrolled
in a post-baccalaureate initial teacher-certification program might be
eligible for Pell Grants (For more information, see Volume 1 — Student
Eligibility.)

ADDITIONAL ELIGIBILITY REQUIREMENTS

There are additional FSA program eligibility requirements for
specific educational programs. For example, only undergraduate
educational programs are eligible under the Pell Grant and FSEOG
programs. Correspondence programs are not eligible unless they meet
the general requirements for an eligible program and are required for
the student’s regular program of study leading to a degree. Certain
telecommunications courses may be considered correspondence
courses and may be subject to the same requirements.

ESL Programs

Students enrolled in a program that consists solely of English as a
Second Language (ESL) instruction are eligible for FSA funds only
from the Pell Grant program. An ESL program must meet the
general requirements for an eligible program (for example, it must
lead to a degree or other credential). Moreover, an ESL program may
admit only students who need instruction in English to be able to use
the knowledge, training, or skills they already have. The school must
document its determination that the ESL instruction is necessary for
each student enrolled.

A school that wishes to award FSA assistance to students
enrolled in an ESL program must request an eligibility
determination for the program from the Department.
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A student also may receive FSA program funds for ESL coursework
that is part of a larger eligible program. In this case, the ESL
coursework is treated as remedial coursework and the student has
general FSA program eligibility (though ESL courses are excluded
from the one year (30 credit) limitation on remedial coursework).
(See Volume 1 - Student Eligibility for more information.)

If your school permits students to enroll over a series of semesters
only in courses that are not applicable to the students’ degrees or
certificates, you should be judicious in your awarding of education
loans to those students. Awarding students education loans over a
series of semesters for coursework not applicable to the students’
educational objectives can result in the students exhausting their
eligibility for Title IV loans before the students complete their
programs. For more information, see Volume 1 — Student Eligibility.

As part of your school’s Satisfactory Academic Progress (SAP)
policy, your school is required to define the effect of noncredit
remedial courses (including ESL courses) on SAP. That discussion
must include the effect of noncredit remedial courses on both the
qualitative and maximum timeframe components of SAP.

Effect of remedial and ESL
courses on SAP cite
StUdy abroad programs 34 CFR 668.16(el(iilD)

A participating institution may establish programs of study abroad
through which its students are eligible to receive assistance through the
FSA programs. A study abroad program is an eligible program if

¢  students studying abroad concurrently remain enrolled at
their eligible home school; and

*  the eligible home school awards academic credit for the
program of study abroad.

While the study abroad program must be considered part of the
student’s eligible program, it does not have to be a required part of
the student’s eligible degree program in order to be an eligible study
abroad program. However, a study abroad program must meet the
requirements of consortium and contractual agreements (see
chapter 7). Moreover, in the information it provides to students about
a study abroad program, an school must inform students about the
availability of FSA program assistance.

Flight school programs

Under the FFEL programs, a flight school program must
maintain current valid certification by the Federal Aviation
Administration to be eligible.
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Conversion cite
34 CFR 668.8(k) & (|

Acceptable doesn’t mean
accepted

Consider a student who completes a two-
year program in plumbing and then wants
to reenroll in the school's Bachelor’s
program in construction technology.

Any of the five plumbing courses taken by
the student in the two-year plumbing
program may be used to satisfy the
plumbing requirement in construction
technology. However, the construction
technology program requires only two
plumbing electives, and only two plumbing
courses are accepted foward the student's
degree in construction technology.

Since all of the plumbing courses that are
part of the two-year program are
acceptable in the construction technology
program, the fact that only two plumbing
courses are accepted does not disqualify
the plumbing program for the exception.

Rounding prohibited

Because the results of these formulas deter-
mine the eligibility of a program, the result-
ing number of credit hours may not be
rounded.

CLOCK HOUR/CREDIT HOUR CONVERSIONS IN
DETERMINING PROGRAM ELIGIBILITY

The clock hour/credit hour requirements both determine
program eligibility, and affect the amount of FSA program funds a
student enrolled in the program may receive. Here, we discuss the
effect of clock hour/credit hour conversions on program eligibility.
(For a discussion of the effects of clock hour/credit conversions on
enrollment level and eligibility for FSA program assistance, see
Volume 3 — Calculating Awards and Packaging.)

The clock hour/credit hour conversion formulas determine, for
FSA purposes, the number of credit hours in a program. A school
must determine if an undergraduate program measured in credit
hours qualifies as an eligible program after using the required
formulas unless the school offers an undergraduate program in
credit hours, and

*  the program is at least two academic years in length and
provides an associate degree, a bachelor's degree, a
professional degree, or an equivalent degree as determined
by the Department; or

*  each course within the program is acceptable for full credit
toward that institution’s associate degree, bachelor’s degree,
professional degree, (or an equivalent degree as determined
by the Department) and the degree offered by the school
requires at least two academic years of study.

the school must use a clock hour/credit hour conversion formula to
determine whether the undergraduate program qualifies as an eligible
credit hour program for FSA purposes. In addition to schools that
meet the aforementioned criteria, public and private nonprofit
hospital-based diploma schools of nursing are exempt from using the
clock-to-credit hour conversion formula to calculate awards for the FSA
programs.

Important: The aforementioned exemptions for programs that lead
to a degree that is equivalent to an associate, bachelor’s, or
professional degree program of at least two years do not
permit a school to ask for a determination that a nondegree
program is equivalent to a degree program.

To determine the number of credit hours in a program for FSA
purposes, schools must use one of the following formulas.

For a semester or trimester hour program

Number of clock hours in the credit-hour program

30
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For a quarter hour program

Number of clock hours in the credit-hour program

20

The school must use the resulting number of credit hours to
determine if a program is eligible under the eligible program
requirements explained in the next section.

If a school applies the appropriate formula and finds that a
program is eligible, the converted credit hours are used to determine
the amount of FSA funds that a student who is enrolled in the
program is eligible to receive as explained in the next section.

Important: When some states and accrediting agencies approve
programs, they also approve the number of credits in the
programs. The credits approved by states and accrediting
agencies are not the credits for Title IV purposes.

For Title IV purposes, the number of credits in the program
will be those determined by the conversion formula, and they
will never be more than those approved by a state or
accrediting agency.

Measuring Attendance

A student's period of attendance is
measured according to one of several
commonly accepted academic standards. A
clock hour is based on an actual hour of
attendance, (though each hour may include
a 10-minute break). Credit hours are
typically based on two hours of homework
for each hour of class attendance.

A school is not permitted to count more than
one clock hour per 60-minute period;

in other words, a school may not schedule
several hours of instruction without breaks,
and then count clock hours in 50-minute
increments. The result would be that seven
hours of consecutive instruction would count
as 8.4 clock hours (420 minutes =+

50 minutes = 8.4 hours). Seven 60 minute
periods of instruction may not count for
more than seven clock hours.

CLOCK HOUR/CREDIT HOUR
PROGRAM CONVERSION EXAMPLE

semesters (780 second-year total).

hours in the program (1,440 + 30 = 48).

Requirements in chapter 1).

Sternberg University (SU) offers a two-year nondegree program measured in
semester credit hours. Courses within the program are not creditable toward a
degree at SU. Students in the program earn 16 credit hours per semester.

SU determines that there are 1,440 clock hours of instruction in the program.
There are 330 clock hours of instruction in the first and second semesters (660
first-year total), and 390 clock hours of instruction in the third and fourth

By applying the conversion formula the school determines there are 48 credit

Because the program is at least 15 weeks in length and (through the
conversion formula) has been determined to offer at least 24 credit hours of
instruction, it is an eligible program provided it is otherwise eligible (see the
chart on Eligible Programs and the discussion under Program Eligibility
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HOW CLOCK HOUR/CREDIT HOUR
CONVERSIONS AFFECT STUDENT ELIGIBILITY

After determining that a program is eligible, in order to
determine the enrollment level and eligibility for FSA program
assistance a student in such a program may receive, the school must
take the following steps. In Step 1, the school determines the total
number of clock hours of instruction in each semester of the
program. In Step 2, the school applies the appropriate conversion
formula to determine the number of credit hours in each semester
of the program. Finally, in Step 3, the school determines the
eligibility of a student in each semester of the program for FSA
program funds based on the number of credits arrived at through
the application of the formula.

In order to meet the minimum program eligibility standards, the
conversion formula must yield one of the following results:

*  aprogram offered in semesters or trimesters must provide at
least 16 semester or trimester credit hours over 15 weeks of
instructional time (16 semester or trimester credit hours per
year is 3/4 time; 24 per year is full time);

*  aprogram offered in quarter hours must provide at least 24
quarter credit hours over 15 weeks of instructional time (24
quarter credit hours per year is 3/4 time; 36 per year is full
time);

*  a 10-week program that admits as regular students only
persons who have completed the equivalent of an associate
degree must provide at least 8 semester or trimester credit
hours, or 12 quarter credit hours.

The converted credit hours are used to determine the amount
of FSA funds that a student who is enrolled in the program is
eligible to receive. Note that if, after applying the formula, the
number of credit hours in the program has decreased, a student’s
enrollment status could change, resulting in a decrease in the
student’s FSA eligibility.
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CLOCK HOUR/CREDIT HOUR
PROGRAM CONVERSION EXAMPLE

Sternberg University (SU) offers a two-year nondegree program measured in semester
credit hours. Courses within the program are not creditable toward a degree at SU.
Students in the program earn 16 credit hours per semester.

By applying the conversion formula, the school determines that the number of credit
hours for FSA purposes is 11 for the first two semesters, and 13 for the last two
semesters.

Step 1

SU determines that there are 1,440 clock hours of instruction in the program.There are
330 clock hours of instruction in the first and second semesters (660 first-year total), and

390 clock hours of instruction in the third and fourth semesters (780 second-year total).

Total number of clock hours of instruction in the program
(2 X330) + (2 X 390) = 1,440

Step 2

330 clock hours = 11 credit hours in semesters one and two
30

390 clock hours = 13 credit hours in semesters three and four
30

Step 3

For the first two semesters of the program, students are eligible for payment for only 11
credit hours of instruction (see Step 2). Because this is less than the full-time student
minimum of 12 credit hours, students who attend the first two semesters are eligible to
be paid for only three-quarter time attendance.

In the third and fourth semesters of the program, students are eligible to be paid for 13
credit hours of instruction (see Step 2). Students attending the third and fourth
semesters can be paid as full-time students.
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Updating
Application
Information

In this chapter, we will describe changes that can affect a school’s

participation and how and when to report these changes.

CHAPTER ;

RECERTIFICATION

Recertification is the process through which a school that is
presently certified to participate in the FSA programs applies to
have its participation extended beyond the expiration date of its
current PPA/ECAR. A school seeking to be recertified to continue to
participate in the FSA programs is notified by the Department six
months prior to the expiration of the school’s Program Participation
Agreement (PPA). The school must submit a materially complete
application before the expiration date listed in its PPA.

If a school that is currently certified submits its materially
complete application to the Department no later than 90 calendar
days before its PPA expires, its PPA remains valid, and its eligibility to
participate in the FSA programs continues until its application is either
approved or not approved. This is true even if the Department does
not complete its evaluation of the application before the PPA’s
expiration date. (For example, if a school’s PPA expires on June 30
and it submits its application by March 31, the school remains certified
during the Department’s review period—even if the review period
extends beyond June 30.) If the 90th day before the PPA’s expiration
falls on a weekend or a federal holiday and the school submits its
Application (E-App) no later than the next business day, the
Department considers the application to be submitted 90 days before
the PPA expires.

If the school’s application is not received at least 90 days before the
PPA expires or is not materially complete, the school’s PPA will expire
on the scheduled expiration date and the FSA program funding will
cease. If a school’s eligibility lapses, the school may not continue to
disburse FSA funds until it receives the Department’s notification that
the school again is eligible to participate in the programs.

Expiration of certification
Sec 498(g) of the HEA

Lapse of eligibility cite
34 CFR 600.201f(i)

Extension of eligibility cite
34 CFR 600.20(fi

The FSA Assessment modules
that can assist you in understanding and
assessing in your compliance with the
provisions of this chapter are
“Recertification,” at

http://ifap.ed.gov/qamodule/
RecerModule/Recertification.html

"Change in Ownership," af
http://ifap.ed.gov/qamodule/
OwnershipModule/
ChangelnOwnership.html

and "Additional Locations," at

http://www.ifap.ed.gov/qadocs/
InstitutionalEligibility/Activity7IE.doc
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Clarification

Electronic submission required
Changes fo previous applications, changes
in ownership, reporting, expanding eligibility
and certification, and applications for initial
certification, recerfification, and reinstatement
must be submifted to the Department
electronically through the Internet (see
chapters 2 and 10).

Changes in ownership, structure,
or governance cite

34 CFR 600.3

Sec. 498li) of the HEA

Training requirement after a change in
ownership or control

If after a change in ownership or control
the financial aid administrator and/or the
chief administrator have not changed, the
school may request a waiver of the
training requirement from its School
Participation Team. The Department may
grant or deny the waiver for the required
individual, require another official to take the
fraining, or require alternative fraining.

Change in controlling
interest cite
34 CFR 600.31(a)

Following submission of an application, the School Participation
Team will contact the school if it has questions about the application.
Generally, this will be within 90 days of the Department receiving an
application. If a school’s application has been approved, the
Department will send an electronic notice to the president and
financial aid officer notifying them that the school’s PPA is available
to print, review, sign, and return. If the school’s application is not
approved, ED will notify the school and explain why.

A school may be certified to participate for up to six years.

CHANGE IN OWNERSHIP OF FOR PROFIT AND
NONPROFIT INSTITUTIONS

Change in ownership that results in a change of
control, structure, or governance

A change in ownership that results in a change of control occurs
when a person or corporation with an ownership interest in the
entity that owns the school, or parent corporation of that entity,
acquires or loses control of the school. This includes, but is not
limited to, the following covered transactions:

1. the sale of the school;

2. the transfer of the controlling interest of stock of the school
or its parent corporation;

3. the merger of two or more eligible schools;
4.  the division of one school into two or more schools;

5. the transfer of the liabilities of a school to its parent
corporation;

6. a transfer of assets that comprise a substantial portion of the
educational business of the school, except if it is exclusively
in the granting of a security interest in those assets; or

7. aconversion of the school from a for profit to a nonprofit
school or a nonprofit to a for profit.

Change in controlling interest

A change in ownership and control occurs when a person or
corporation obtains new authority to control a school’s actions,
whether the school is a proprietorship, partnership, or corporation. A
change in ownership that results in a change in control includes any
change through which a person

® acquires an ownership interest in the entity that owns the
school or the parent corporation of that entity, or
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*  who owns or acquires an ownership interest attains or loses
the ability to control the school. The most common example
of this change in controlling interest is when the school is
sold to a new owner.

A change in ownership and control of a corporation that is neither
closely held nor required to be registered with the Securities Exchange
Commission (SEC) occurs when a person who has or acquires an
ownership interest acquires both control of at least 25% of the total
outstanding voting stock of the corporation and managing control of
the corporation.

This does not include a transfer of ownership and control to a Family defined
member of the owner’s family (whether or not the family member 34 CFR 60 0.21(f)
works at the school) that includes:

1. parent, stepparent, sibling, step-sibling, spouse, child or
stepchild, grandchild or step-grandchild;

2. spouse’s parent or stepparent, sibling, step-sibling, child or
stepchild, or grandchild or step-grandchild;

3. child’s spouse; and
4.  sibling’s spouse.

Nor does it include a transfer of ownership and control, upon the
retirement or death of the owner, to a person (who is not a family
member) with an ownership interest in the school who has been
involved in management of the school for at least two years preceding
the transfer, and who has established and retained the ownership
interest for at least two years prior to the transfer.

These are known as excluded transactions, and they apply only to the Excluded Transactions
transfer of the entire portion of the owner’s interest. 34 CFR 600.31(e)1) and (2)

In these situations, the school must notify the Department of
the change within 10 days, and provide any supporting information
the Department requests.

Change in ownership for publicly traded corporations

For publicly traded corporations, a change in ownership and

control occurs when Change in ownership for a
publicly traded corporation cite
® a person acquires such ownership and control of the 34 CFR 600.31(c)(2)

corporation such that the corporation is required to file a
Form 8K with the Securities and Exchange Commission
notifying that agency of the change in control; or

* aperson who is a controlling shareholder of the corporation
ceases to be a controlling shareholder.
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Audits and closeout procedures
Although a separate financial aid
compliance audit is not required when there
is a change in ownership, structure, or
governance, the prospective owner may
choose to have the accounts audited before
they are closed out. Questions about FSA
accounts or closeout procedures should be
addressed to the appropriate School
Participation Team (see chapter 12).

Prospective owner’s may also obtain from
the Department's School Participation Team
(for the appropriate region) information on
whether the school in questions has
outstanding program review or audit
liabilities.

A controlling shareholder is a shareholder who holds or controls
through agreement both 25% or more of the total outstanding voting
stock of the corporation and more shares of voting stock than any
other shareholder. A controlling shareholder for this purpose does not
include a shareholder whose sole stock ownership is held as a U.S.
institutional investor, held in mutual funds, held through a profit-
sharing plan, or held in an Employee Stock Ownership Plan (ESOP).

For a publicly traded corporation, when a change of ownership
occurs, instead of a same-day balance sheet, the school may submit its
most recent quarterly financial statement as filed with the SEC.
Together with its quarterly financial statement, the school must
submit copies of all other SEC filings made after the close of the
fiscal year for which a compliance audit has been submitted to ED.

Consider a publicly traded school that is provisionally certified
because of a change in ownership that experiences another change
of ownership. If any controlling shareholder on the newer change
of ownership application was listed on the ownership application for
which the provisional approval was granted, the expiration date for
the original provisional certification remains unchanged if the
newer application is approved.

Steps to be taken by former owners

If a school is changing control, the former owners must notify the
Department about the change and the date it occurs. This must be at
the same time that the owner notifies the school’s accrediting agency,
but no later than 10 days after the change occurs. (If the former owner
fails to notify the Department, the prospective owner is responsible for
doing so.) The current owner also must notify the state agency that
licenses or approves the school.

Steps to be taken by prospective owners

The prospective owner should request that the former owner
provide copies of the school’s existing Eligibility and Certification
Approval Report (ECAR), school refund policy, return of FSA funds
policy, any required default management plan, program reviews,
audited financial statements (for at least the two most recently
completed fiscal years), and compliance audits. The prospective owner
will need this information to receive approval to participate.

Accompanying the application must be audited financial
statements for the school’s two most recently completed fiscal years, an
audited balance sheet showing the financial condition of the school at
the time of the change, and a default management plan, if required.
Each participating school must demonstrate financial responsibility
independently. If the entity that has acquired the school is an ongoing
entity (partnership or corporation), the school must also submit
completed audited financial statements of the acquiring entity for the
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last two consecutive fiscal years. For information on financial
responsibility and submitting audited financial statements, see
chapters 11 and 12.

The school also must submit proof that its accreditation is
continued under the new ownership or control, along with a
photocopy of its state legal authorization under the new ownership.

The school may not award FSA program funds until it receives a
PPA signed on behalf of the Secretary.

Accepting liabilities and responsibility
for return of funds

If new owners acquire a school or if a school is the result of the
merger of two or more schools that formerly were operating
separately, the new owner is liable for any debts that accrued from
the former owner’s FSA program administration. A new owner accepts
liability for any federal funds that were given to the school but that
were improperly spent before the date the change in ownership,
structure, or governance became effective. A new owner must also
abide by the school’s refund and the FSA Return of Funds policy for
students enrolled before the date the change became effective, and
must honor all student enrollment contracts signed before the date of
the change.

Payments to eligible students

Before the change in ownership, structure, or governance takes
place, the former owner should make sure that all students receive any
FSA payments already due them for the current payment period and
that all records are current and comply with federal regulations. If the
school needs additional funds for its students for the current payment
period, it should request them and disburse them to all eligible
students before the change takes place.

The school loses its approval to participate in the FSA programs
when the change takes place. Generally, a school may:

* use Pell Grant or Campus-Based funds that it has received or
request additional Pell Grant or Campus-Based funds from
the Department to satisfy any unpaid commitment made to a
student from the date the school’s participation ended until
the scheduled completion date of the payment period; and

*  credit a student’s account with the proceeds of a second or
subsequent disbursement of an FFEL or Direct Loan to
satisfy any unpaid commitment made to the student under
the FFEL or Direct Loan Program from the date
participation ends until the scheduled completion of that
period of enrollment. (The proceeds of the first
disbursement of the loan must have been delivered to the
student or credited to the student’s account prior to the end
of the participation.)
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The school must notify all new students that no federal aid funds
can be disbursed until the school’s eligibility is established and a new
PPA signed by the Department is received.

The school may not award the FSA program funds beginning on
the date that the change becomes effective. If the school’s prospective
owners wish the school to participate in one or more of the FSA
programs, the school must submit a materially complete application to
the Department.

The application process for a school undergoing a change in
ownership is substantially different from the other types of processes
described previously, because the participation in the FSA programs of
a school undergoing a change in ownership stops on the day of the
change. The school may not award FSA program funds beginning on
the date that the change becomes effective until it receives a new PPA
signed on behalf of the Secretary of Education. (Exceptions for unpaid
commitments of FSA program funds are discussed under Payments to
Eligible Students). The school can apply for preacquisition review and
temporary provisional approval after the change in ownership. These
are described below.

Preacquisition review

Schools may submit an E-App marked preacquisition review before a
change in ownership takes place. The purpose of this review is to
determine whether the school has answered all the questions
completely and accurately. A preacquisition review application must
be submitted at least 45 days prior to the expected date of the
transaction. The SPT will notify the school of the results of the review.
However, the school will not be given a decision whether or not its
application would be approved as a result of this preacquisition review.
Please note that a preacquisition review is not required; it is an
option.

If the potential owner decides not to purchase the school, he or
she must notify the School Participation Team of the decision to
withdraw the application.

If the potential owner considering the change in ownership
decides to go through with the purchase, and wants to participate in
the Title IV programs, he or she must:

* notify the Department within 10 days of the date the change
in ownership actually took place (If this date falls on a
weekend or a federal holiday, the notification may be no
later than the next business day.); and

*  submit the supporting documents required for a materially
complete application. (Refer to section “M” of the E-App for
the list of specific forms to submit.)
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Temporary approval for continued participation on
provisional certification after change in ownership

Temporary approval cite

The Department, at its discretion, may permit a school .
Sec. 498il(4) of the HEA

undergoing a change in ownership that results in a change in control
to continue to participate in the FSA programs on a provisional basis if
the school meets the following specific requirement.

The school must submit a materially complete application that
must be received by the Department no later than 10 business days
after the change becomes effective. A materially complete application
for the purpose of applying for a temporary approval must include:

e afully completed application form;

* a copy of the school’s state license or equivalent that was in
effect on the day before the change in ownership took place;

® a copy of the accrediting agencies approval (in effect on the
day before the change in ownership) that granted the school
accreditation status including an approval of the nondegree
programs it offers;

* financial statements of the school’s two most recently Audit cite
completed fiscal years that are prepared and audited in 34 CFR 668.23
accordance with the requirements of the Generally Accepted
Accounting Principles (GAAP), published by the Financial
Accounting Standards Board, and the Generally Accepted
Governmental Auditing Standards (GAGAS) published by
the U.S. General Accounting Office (submitted via eZ-Audit
at https://ezaudit.ed.gov);

* audited financial statements for the school’s new owner’s two
most recently completed fiscal years that are prepared and
audited in accordance with GAAP and GAGAS, or
acceptable equivalent information for that owner (submitted
via eZ-Audit at https://ezaudit.ed.gov); and

* acompleted signature page, Section L.

The supporting documents must be sent to:

U.S. Department of Education

School Eligibility Channel

Data Management and Analysis Division
Document Receipt and Control Center
830 First Street, NE

Room 71-I-1

Washington, DC 20002-5402

Phone (to verify receipt only) (202) 377-3161 or
(202) 377-3155
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If the application is approved, the SPT will send the school a
Temporary Provisional Program Participation Agreement (Temporary
PPA). The Temporary PPA extends the terms and conditions of the
PPA that were in effect for the school before its change of ownership.

The Temporary PPA expires on the earlier of the:

e  date that the Department signs a new program participation
agreement;

e date that the Department notifies the school that its
application is denied; or

¢ last day of the month following the month in which the
change of ownership occurred unless the school provides
the necessary documents described below.

The Department can automatically extend the Temporary PPA on
a month-to-month extension, if prior to the expiration date, the
school submits:

® a same day balance sheet showing the school’s financial
position on the day the ownership changed, prepared in
accordance with GAAP and audited in accordance with
GAGAS;

* if not already provided, approval of the change of ownership
from the school’s state agency that legally authorizes
postsecondary education in that state;

* if not already provided, approval of the change of ownership
from the school’s accrediting agency; and

*  unless the school is exempt from providing one, a default
management plan that follows examples provided by the
Department, or notification that it is using ED’s plan.

Effect of cohort default requirements

A school that has undergone a change in ownership that results
in a change in control and is participating in the FFEL or Direct
Loan programs does not have to submit a default management plan
if:

¢ the school, including its main campus, and any branch
campus, does not have a cohort default rate in excess of
10%; and

° the owner of the school does not own and has not owned
any other school that had a cohort default in excess of 10%
while that owner owned the school.
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Changes at public institutions

The Department does not consider that a public institution has ~ Change in ownership or control
undergone a change in ownership that results in a change of at a public institution cite
control if there is a change in governance and the institution after 34 CFR 600.31(c)i7)
the change remains a public institution, provided:

¢ the new governing authority is in the same state as included
in the institution’s program participation agreement; and

e the new governing authority has acknowledged the public
institution’s continued responsibilities under its program
participation agreement.

Within 10 days of undergoing a change in governance however,
public institutions must report that change to the Department. The
institution must also explicitly acknowledge its continued
responsibilities under its Program Participation Agreement (PPA). If
the documentation transferring control of a public institution to
another instate entity does not specifically acknowledge the
aforementioned responsibilities, the institution must acknowledge
them in a separate letter or notice.

An eligible nonpatrticipating school

Nonparticipating eligible institutions are only required to renew Reapplication by
their eligibility when the Department requests. Their eligibility status nonparticipating eligible
continues indefinitely as long as the school continues to meet the institutions cite
institutional eligibility requirements. 34 CFR 600.20(I1

A nonparticipating eligible institution wishing to be designated
an eligible nonparticipating institution may submit an E-App to the
Department at any time. The application must be materially
complete.

Following submission of an application, the Department will
contact the school if it has additional questions about the application.
Generally, this will be within 90 days of the Department receiving an
application. After completing its review, if a school’s application has
been approved, the Department will send an electronic notice to
the president and financial aid officer notifying them that the
school is eligible and that its approval letter and ECAR must be
printed and maintained. If the school’s application has not been
approved, we will notify the school and explain why.
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SUBSTANTIVE CHANGES AND
HOW TO REPORT THEM

Electronic submission required A school is required to report changes to certain information on
Changes to previous applications, changes it approved application. A school may also wish to expand its FSA

in ownership, reporting, expanding eligibilty  eligibility and certification. Some of these changes require the

and cerfication, and applicafions forinifial  pepartment’s written approval before the school may disburse the FSA

certification, regemflcohon, and reinstatement program funds, others do not.
must be submitted to the Department

electronically through the Internet
(see chapters 2 and 10).

All schools must report and wait for written approval
before disbursing funds when the following occur

(The number in parentheses refers to the number of the question on
the E-App.)

1. achange in accrediting agency (notify the Department,
when you begin making any change that deals with your
school’s institution-wide accreditation (#15);

2. achange in state authorizing agency (#17);
3. achange in institutional structure (#18);

4. an increase in the level of educational programs beyond the
scope of current approval (#26);

5. the addition of nondegree programs beyond the current
approval (#27);

Note: For schools subject to the two-year rule, during the
school’s initial period of participation in the FSA programs,
the Department will not approve adding programs that
would expand the school’s eligibility beyond the current
ECAR. An exception may be considered if the school can
demonstrate that the program had been legally authorized
and continuously provided for at least two years prior to the
date of the request. In addition, a school subject to the two-
year rule may not award Federal Student Aid funds to a
student in a program that is not included in the school’s
approval documents.

6. the addition of short-term (300-599 clock hour) programs
(#27);

7. changes to the FSA programs for which the school is
approved (Approvals from your accrediting agency and state
authorizing agency are not required for this change.) (#37);

8. achange in the type of ownership (#22);
9. achange in ownership (#24); and

10. adding a location (see Adding locations later in this chapter),
and when a school (#30)

a.  is provisionally certified; or

b. is on the cash monitoring or reimbursement system of
payment; or
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c.  has acquired the assets of another school that provided
educational programs at that location during the

preceding year, and the other school participated in the

FSA programs during that year; or

d. would be subject to a loss of eligibility under the cohort
default rate regulations (34 CFR 668.188) if it adds that
location; or

e. has been advised by the Department that the
Department must approve any new location before the
school may begin disbursing FSA program funds.

When one of the changes that requires the Department’s

written approval occurs, a school must notify the Department. The
school must apply to the Department for approval of the change
via the electronic application within 10 calendar days of the
change. As soon as the school has received approvals for the
change from its accrediting agency and state authorizing agency, it
must send to the Department:

*  copies of the approval for the change,
* any required documentation, and

*  Section L of the E-App containing the original
signature of the appropriate person.

Changes that do not require the Department’s
written approval

Though they need not wait for the Department’s approval
before disbursing funds, all schools must report the following
information to the Department.

1.
2.

10.
11.

change to name of school* (#2)

change to the name of a CEO, president, or chancellor
(#10)

change to the name of the chief fiscal officer or chief
financial officer (#11)

change in the individual designated as the lead program
administrator for the FSA programs (#12)

change in governance of a public institution (#24)

a decrease in the level of program offering (e.g., the school
drops all its graduate programs) (#26)

change from or to clock hours or credit hours (#27)
address change for a principal location*® (#29)
name change for other locations* (#30)

address change for other locations* (#30)

the closure of a branch campus or additional location that
the school was required to report (#30)
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12. adding a location unless the school meets the conditions
specified on the previous page (34 CFR 600.20(c) (1)) (#30)

13. change to the school’s third-party servicers that deal with the
FSA program funds (#58)

*As soon as it has received approvals for the change from its
accrediting agency and state authorization agency, a school must
send the Department copies of the approvals for change.

When one of these changes occurs, a school must notify the
Department by reporting the change and the date of the change to
the Department via the E-App within 10 calendar days of the change.
In addition, a school must send to the address below

* any required supporting documentation, and

®  Section L of the E-App containing the original signature of
the appropriate person.

Note: For a change requiring written approval from the Department
(unless otherwise noted) and for some changes that do not
require written approval from the Department, a school must
obtain approval from the appropriate accrediting agency and
state authorizing agency.

The supporting documents must be sent to:

U.S. Department of Education

School Eligibility Channel

Data Management and Analysis Division
Document Receipt and Control Center
830 First Street, NE

Room 71-I-1

Washington, DC 20002-5402

Phone (to verify receipt only) (202) 377-3161 or
(202) 377-3155
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If a change occurs in an E-App item not listed, the school must
update the information when it applies for recertification.

When the Department is notified of a change, if further action is
needed, it will tell the school how to proceed, including what materials
and what additional completed sections of the E-App need to be
submitted. If a school has questions about changes and procedures, it
should contact the appropriate School Participation Team.

After receiving the required materials (and depending on the
circumstances), the Department will evaluate the changes either
approving or denying the change and notify the school.

ADDING LOCATIONS

The Eligibility and Certification Approval Report (ECAR) that
the Department sends to the school lists the educational programs and
locations that are eligible. (The eligibility of a school and its programs
does not automatically include separate locations and extensions.) If,
after receipt of the ECAR, a school wishes to add a location at which at
least 50% of an educational program is offered, it must notify the
Department.

Eligibility of additional locations

For purposes of qualifying as an eligible location, an additional
location is not required to satisfy the two-year requirement unless:

1. the location was a facility of another school that has closed
or ceased to provide educational programs for a reason
other than a normal vacation period or a natural disaster
that directly affects the school or the school's students;

2. the applicant school acquired, either directly from the
school that closed or ceased to provide educational
programs, or through an intermediary, the assets at the
location; and

3. the school from which the applicant school acquired the
assets of the location:

a. owes a liability for a violation of an HEA program
requirement; and

b. is not making payments in accordance with an
agreement to repay that liability.

A school that is considering adding a branch
or an additional location should include in its
deliberations the effect that a closure of a
branch or additional location might have on
the school’s financial condition.

If a branch or additional location of an
institution closes and borrowers who
attended the school obtain loan discharges
by reason of the closure of the branch or lo-
cation (or improper ATB or loan
certifications), the Department will pursue
recovery against the larger institution, its
dffiliates, and its principals.

(Sec.437(c)(1) of the HEA)
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Reporting cite
34 CFR 600.21

Disbursing prohibited cite
34 CFR 600.21(d)

Approval required cite
34 CFR 600.20(c)(1)

Disbursing prohibited cite
34 CFR 600.20(f)(3)

An additional location that fell into one of the aforementioned
categories is not required to satisfy the two-year requirement if the
applicant school agrees:

1. to be liable for all improperly expended or unspent FSA
funds received by the school that has closed or ceased to
provide educational programs;

2. to be liable for all unpaid refunds owed to students who
received FSA funds; and

3. to abide by the policy of the school that has closed or ceased
to provide educational programs regarding refunds of
institutional charges to students in effect before the date of
the acquisition of the assets of the additional location for the
students who were enrolled before that date.

Each site must be legally authorized. To apply for a determination
of eligibility for an added location, the school must send the
Department the required application sections, a copy of the
accrediting agency’s notice certifying that the new location is included
in the school’s accredited status, and a copy of the state legal
authorization from the state in which the additional site is physically
located.

Reporting a new location

All schools are required to report (using the E-App) to the
Department adding an additional accredited and licensed location
where they will be offering 50% or more of an eligible program if
the school wants to disburse FSA program funds to students
enrolled at that location.

Schools must not disburse FSA program funds to students at a
new location before the school has reported that location and
submitted any required supporting documents to the Department.
Once it has reported a new licensed and accredited location, unless
it is a school that is required to apply for approval for a new
location (see below), a school may disburse FSA program funds to
students enrolled at that location.

Applying for approval of a new location

If a school meets one or more criteria, it must apply for and wait
for approval before disbursing FSA program funds at an additional
location where it will be offering 50% or more of an eligible
program.

A school must also apply and wait for approval from ED before
disbursing funds, if the school:
1. is provisionally certified;

2. is on the cash monitoring or reimbursement system of
payment;
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3. has acquired the assets of another school that provided
educational programs at that location during the preceding
year, and the other school participated in the FSA programs
during that year;

4. would be subject to a loss of eligibility under the cohort
default rate regulations (34 CFR 668.188) if it adds that
location; or

5. was previously prohibited by the Department from
disbursing FSA program funds without prior approval.

The Department will review the information and will evaluate the
school’s financial responsibility, administrative capability, and eligibility.
Depending upon the circumstances, the Department may conduct an
on-site review. If it approves the additional location, a revised ECAR
and Approval Letter will be issued. The location is eligible as of the
date of the Department’s determination. Only after receiving an
approval letter may the school begin disbursing FSA funds to
students enrolled at the new location.

ADDING PROGRAMS

Adding a program — when a school
may make eligibility determinations

If a school adds an educational program after receiving its ECAR,
there are two cases in which the school itself may determine the
program’s eligibility, unless the school has been notified in writing
that its growth has been restricted. The two cases are when

e the added program leads to an associate, bachelor’s,
professional, or graduate degree (and the school has already
been approved to offer programs at that level); or

¢ the added program provides at least a 10-week (of
instructional time) program of 8 semester hours, 12 quarter
hours, or 600 clock hours, and prepares students for gainful
employment in the same or related recognized occupation
as an educational program that the Department already has
designated as an eligible program at the school.

Before the school may determine these programs to be eligible
and disburse funds to enrolled students, the school must have received
both the required state and accrediting agency approvals.

Note: A school subject to the two-year rule may not award Federal
Student Aid funds to a student in a program that is not in-

cluded in the school’s approval documents.

For schools subiject to the two-year rule,
during the school’s initial period of partici-
pation in the FSA programs, the
Department will not approve adding
programs that would expand the
institution’s eligibility beyond the current
ECAR. An exception may be considered if
the school can demonstrate that the
program had been legally authorized and
continuously provided for at least two years
prior fo the date of the request.

If the school wishes to add a program that
is af least 300 clock hours but less than
600 clock hours, the school must apply for
and wait for written approval from the
Department before awarding FSA funds to
students in the program.

If the school’s self-determination of
eligibility for an educational program is
found to be incorrect, the school is liable
for all FSA program funds received for the
program and all FSA program funds
received by or for students enrolled in that
program.

If you have added programs that you did
not need to report to the Department,
when you next apply for recertification, you
will need to add those programs to your
E-App.

For schools subject to the two-year rule,
during the school’s initial period of
participation in the FSA programs, the
Department will not approve adding
programs that would expand the school’s

eligibility beyond the current ECAR.
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Branch campus defined

A location of an institution that is
geographically apart and independent of the
main campus of the institution. ED considers
a location of an institution to be independent
of the main campus if the location —

1 is permanent in nature;

2)  offers courses in educational programs
leading to a degree, certificate, or other
recognized educational credential;

3) has its own faculty and administrative
or supervisory organization; and

4)  has its own budgetary and hiring
authority.

ED must approve all other added programs

In all other cases, the eligibility of an added educational program
must be determined by the Department before FSA program funds
can be awarded. The school must submit the required E-App sections
and a copy of approval of the new program from its accrediting agency
and state authorizing agency. The Department will evaluate the new
program and the school. If the Department approves the additional
program, a revised ECAR and Approval Letter is issued for the school,
and the school is eligible as of the date of the Department’s
determination. Only after receiving an Approval Letter may the
school begin disbursing FSA funds to students enrolled in the
program. For more on program eligibility, see chapters 4 and 8.

Maximum percentages of telecommunication and
correspondence courses

The law establishes maximum percentages of telecommunication
and correspondence courses, students enrolled under ability-to-benefit
provisions, and incarcerated students at a participating school. If there
is a change to any of a school’s answers to the Yes/No questions in
Section G of a submitted application (which deal with enrollment
thresholds in these areas), the school must notify the Department via
the E-App. The Department will advise the school of its options,
including whether the school might be eligible for a waiver. (See
chapters 1 and 8 for additional information.)

CHANGING THE STATUS OF A
CAMPUS OR BRANCH

Changing from a non-main campus to a branch
campus

If a school wishes to seek approval for a branch campus, the school
must submit a completed application with the required supplemental
documentation on (1) the main campus and (2) the proposed branch
campus.

The following required supplemental documentation must be
submitted for the School Participation Team to make a determination
as to whether a non-main campus educational site is an eligible branch
campus:

* astatement regarding the geographical distance between the
main institution and the applicant non-main campus
educational site;

*  state authorization of the quasi-independent status of the
non-main campus educational site from the main institution
in any of the following forms:

a. applicable state law,

b. state charter,
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C.  university system organization documentation, or

d. state department of education or state board of regents
regulations or documentation.

Regardless of the type of documentation, there must be an
explicit description of the quasi-independent status of the non-
main campus educational site.

° state authorization (in any of the four forms above) for the
non-main educational site to have and maintain its own
faculty and administrative staff, its own operating budget,
and its own authority to hire and fire faculty and staff;

e an official statement describing its hiring authority;

e astatement from the main institution’s primary accrediting
agency indicating that it has accredited both the main
institution and the non-main educational site through
separate on-site visitations, and that the non-main
educational site’s accreditation is distinct yet dependent
upon the main institution;

e aspecific description of the relationship between a main
campus of an institution of higher education and all of its
branches, including a description of the student aid
processing that is performed by the main campus and that is
performed at its branches;

¢  the operating budget of the non-main campus educational
site for the current year and the two prior fiscal years;

*  consolidated financial statements for the prior two years
showing a breakdown of the applicant’s financial
circumstances; and

e  other documents requested by the School Participation
Team.

Changing from a branch campus to a freestanding main
campus

A branch campus of an eligible proprietary institution of higher
education or postsecondary vocational school must be in existence for
at least two years (after it is certified in writing by the Department as a
branch campus) before seeking to be designated as a main campus or
a freestanding school.
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DISBURSEMENT RULES RELATED TO
APPLICATIONS FOR NEW LOCATIONS
AND PROGRAMS

If an institution fails to apply for approval or fails to obtain
approval of a new location, branch, program, or increase in
program offering, and the Department does not approve the new
location, branch, program, or increase in program offering, the
institution is liable for all FSA program funds it disburses to
students enrolled at that location or branch or in that program.

CHANGES IN ACCREDITATION

If a school decides to change its accrediting agency, it must notify
School Participation Team (SPT) when it begins the process of
obtaining accreditation from the second agency. As part of this notice,
the school must submit materials relating to its current accreditation
and materials demonstrating a reasonable cause for changing its
accrediting agency. If a school fails to properly notify the Department,
the Department will no longer recognize the school’s existing
accreditation.

If a school decides to become accredited by more than one
accrediting agency, it must submit to SPT (and to its current and
prospective agency) the reasons for accreditation by more than one
agency. This submission must be made when the school begins the
process of obtaining the additional accreditation. If a school obtains
additional accreditation and fails to properly submit to the
Department its reasons for the additional accreditation, the
Department will not recognize the school’s accredited status with
either agency.

If the Department ceases to recognize a school’s accreditation, the
school is no longer eligible to award FSA program funds or take part
in other programs under the Higher Education Act of 1965, as
amended.

If a school becomes accredited by more than one agency, it must
notify SPT which agency’s accreditation the school will use for the
purpose of determining the school’s institutional eligibility for the FSA
programs.
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Loss of accreditation The required nofification must be made on-
If a school loses its primary accreditation, it is ineligible to l(;':e through he efectronic applicaion found

participate in the FSA programs and must notify the Department
within 10 days of the loss of accreditation. (For any dispute involving the
termination of accreditation, an accredited or preaccredited school must agree to
submit to binding arbitration before initiating any other legal action.) For a descripfion of the E-App see chapter 2.
However, if a school’s accrediting agency loses its recognition from the

Department, the school has up to 18 months in which to obtain

accreditation from another recognized agency. Other changes in

accreditation may also jeopardize institutional participation.

http://www.eligcert.ed.gov

Change in institution-wide accreditation

If the school decides to change its institution-wide accreditation, Changing accrediting
it must notify the Department of Education when it begins the agencies cite
accreditation application process with a different agency. (Note that it 34 CFRR600.11
must also notify the Department when it completes the process.) As
part of the notice, the school must submit materials about its current
accreditation and materials demonstrating reasonable cause for
changing accreditation. If the school fails to notify the Department of
the proposed change to its institution-wide accreditation, or if the
school does not provide the materials just described, the Department
will not recognize the school’s existing accreditation. If this happened,
or if the school dropped its association with its former accreditor
before obtaining Department approval of the change, the school
would no longer have accredited status, and would no longer be
eligible to award federal student financial aid or take part in other
programs under the HEA .

Therefore, when a school secures new institution-wide
accreditation it must notify the Department using the online
electronic application (E-App). At that time, it must advise the
Department which accrediting agency will be its accreditor for
purposes of Title IV gatekeeping. Only after the Department
provides written notice that it recognizes the new accreditor as the
institution’s primary accreditor should the school drop its
association with its prior accreditor.
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25% Threshold cite
34 CFR 600.31(c)(2)lii)(A)

Ownership or ownership interest

does not include an ownership interest held

by:

1. a mutual fund that is regularly and publicly
traded;

2. a U.S. institutional investor as defined by
the Securities and Exchange Commission;

3. a profit-sharing plan of the school or its
corporate parent (provided that all full-time
permanent employees of the school or
corporate parent are included in the plan);
or

4. an Employee Stock Ownership Plan (ESOP).

Changing to accreditation by more than one
institution-wide accrediting agency

If the school decides to become accredited by more than one
institution-wide accrediting agency, it must notify the Department
when it begins the process of obtaining additional accreditation.

As part of the notice, the school must report (in question 15 of the E-
App) its current institution-wide accrediting agency, the prospective
institution-wide accrediting agency, and the reason (in question 69 of
the E-App) it wishes to be accredited by more than one agency. If the
school obtains the additional institution-wide accreditation and fails to
notify the Department of the reasons for the additional accreditation,
the Department will not recognize the school’s accredited status with
either agency. This means the school would lose its accredited status
and its eligibility to award federal student financial aid or take part in
other programs under the HEA.

NOTIFICATION OF SCHOOL CLOSURE
OR BANKRUPTCY

If a school closes or files for bankruptcy, the school must notify the
Department within 10 calendar days of either event by sending a letter
on the school’s letterhead that indicates the date the school closed or
plans to close, or the date the school filed for bankruptcy, as
appropriate.

CHANGES IN OWNERSHIP INTEREST AND 25%
THRESHOLD

Ownership or ownership interest means a legal or beneficial
interest in a school or its corporate parent, or a right to share in the
profits derived from the operation of a school or its corporate
parent. The school must report any change in ownership interests
whenever:

*  an owner acquires a total interest of 25% or greater;

e an owner who held 25% or greater interest reduces his or
her interest to less than 25%; or

e an owner of 25% or greater interest increases or reduces his
or her interest but remains the holder of at least 25%
ownership interest.

Because of these reporting requirements, even though transferring
ownership interest through death or retirement may be excluded from
being considered a change in ownership resulting in a change of
control, the resulting change in percentages of ownership interests
must be reported to the Department.

A school must report any changes that result in an individual or
owner (including a corporation or unincorporated business entity)
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acquiring the ability to substantially affect the actions of the school.
Such a change must be reported within 10 days of the change. A
school owned by a publicly traded corporation must report the
change within 10 days after the corporation learns of the change.
Adherence to these requirements is enforced during the
institutional participation approval process, program reviews, and
audit process. All schools are bound by these reporting
requirements, and substantial penalties may be imposed on schools
that fail to comply with them.

An individual or corporation has the ability to substantially affect
the school’s actions when he, or she, or it —

e  personally holds, or holds in partnership with one or more
family members, at least a 25% ownership interest in the
school;

*  personally represents (with voting trust, power of attorney,
or proxy authority), or represents in partnership with one or
more family members, any individual or group holding at
least a 25% ownership interest in the school;

® is the school’s general partner, chief executive officer (or
other executive officer), chief financial officer, individual
designated as the lead program administrator for the FSA
programs at the school, or a member of the school’s board
of directors; or

* is the chief executive officer (or other officer) for any entity
that holds at least 25% ownership interest in the school, or is
a member of the board of directors for such an entity.

To ensure that its FSA program participation isn’t jeopardized, a
school must report to the Department an ownership change
(including the names of persons involved). On receiving the
notification, the Department will investigate and notify the school
whether a change in ownership resulting in a change of control has
occurred that will require the school to submit a materially complete
application if it wishes to participate in the FSA programs.
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UPDATING THE APPLICATION

(A Quick Reference)

For This Action

a change in accrediting agency (notify the Department, when you

begin making any change that deals with your school'’s
institution-wide accreditation)*

a change in state authorizing agency*

a change in institutional structure*

an increase in the level of programs beyond the current scope*

adding a nondegree program beyond the current scope*
adding a short-term program (300-599 clock hours)*
changing the FSA programs for which the school is approved*
changing the type of ownership*
change in ownership*
adding a location*
changing the school’s name
change to the name of the CEO, president, or chancellor
change to the name of the chief financial officer (CFO)
change in the lead FSA administrator (FAA)
change in governance of public institution
decrease in level of program offerings
change from clock to credit hours
address change for principal location
name or address change for other locations
closure of branch campus or location that had to be reported
change in third party FSA servicer
For foreign schools, change to postsecondary authorization
change to degree authorization
change to program equivalence
change to program criteria

change to U.S. administrative or recruiting office

Update Item

15

17
18
26
27
27
27
22
24
30

10
11
12
24
26
27
29
30
30
58
42
43
44
45
46

*When this occurs, you must wait for approval before disbursing funds.
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UPDATING THE APPLICATION

(A Quick Reference)
For This Action Update Item

For foreign graduate medical schools, changes to

facility at which you provide instruction 47
authorizing entity 48
approval of authorizing entity 49
length of program 50
clinical or medical instruction provided in U.S. 51
change to address for FSA mailings to an address 13
different than the legal street address
change to address for FSA mailings to an additional location 30
that is different than the legal street address
change of Taxpayer Identification Number (TIN) 6a
change of DUNS number 6b
change in board members 20
reporting foreign gifts (see chapter 12) 69
change to institution’s Web site 9
change of phone/fax/E-mail of CEO, president, or chancellor 10
change of phone/fax/E-mail of CFO 11
change of phone/fax/E-mail of FAA 12
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Providing
Consumer
Informaton

CHAPTER 6

This chapter describes the requirements for the consumer information that a school must

provide to students, the Department, and others as well as a summary of the effects of

masrepresentation of school information on a school’s FSA participation.

In addition to the disclosure of general information required
under the consumer information regulations, there are specific
disclosure and reporting requirements with which schools must
comply.

Those requirements include —

®  Jeanne Clery Disclosure of Campus Security Policy and
Campus Crime Statistics Act (Campus Security/Clery
Act) — requires an Annual Security Report disclosing a
school’s security policies and reporting of Crime
Statistics;

®  The Student Right-to-Know Act requires disclosure of
information on Graduation, Completion, and Transfer-
Out Rates; and the Graduation, Completion, and
Transfer-Out Rates for Student Athletes at schools that
award athletically related aid.

o Equity in Athletics Disclosure Act (EADA) — requires
disclosure of Athletic Program Participation Rates and
Financial Support Data.

Schools that participate in the Campus-Based programs must also
comply with disclosure requirements for drug and alcohol abuse
prevention. Although some of these disclosure requirements contain
common elements, each disclosure is required separately (see the
chart School Disclosure Requirements at the end of this chapter).

As part of the continuing effort to reduce the number of de-
faulted federal student loans, it is important to provide students with
information necessary for choosing an appropriate academic program
and for fully understanding the responsibility of loan repayment.

Consumer information cites
34 CFR 668.41, 668.42, 668.43, 668.44,
668.45, 668.46, 668.47, & 668.48

Sec. 485 of the HEA

General information includes
Financial assistance information pursuant
to 34 CFR 668.42, and

Institutional information pursuant to

34 CFR 668.43

Civil penalty

In addition to limiting, suspending, or
terminating the participation of any school
that fails to comply with the consumer
information requirements, the Department
may impose civil fines of up to $27,500 for
each violation.

Civil penalty cite
Sec. 487(c)(3)(B) of the HEA
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Individual Notice Required

You can find a sample notfification at ED's
FERPA Web site

hitp://www.ed.gov/policy/gen/guid/
fpco/ferpa/ps-officials.html

General information cite
34 CFR 668.43

Financial assistance
information cite
34 CFR 668.42

In some cases a school is only required to make information avail-
able upon request, while in others the school must directly distribute
the required information. You can find a chart summarizing the dis-
closure requirements at the end of this chapter.

Each year a school must provide to enrolled students a notice con-
taining a list of the consumer information it must disseminate, and
the procedures for obtaining this consumer information. Schools
must provide this notice through a one-on-one distribution.

Schools must also provide a notice (though not an individual
notice) of student rights under the Family Educational Rights and
Privacy Act (FERPA).

BASIC CONSUMER INFORMATION
REQUIREMENTS

The regulations lists basic information about the school and about
financial aid that must be available to enrolled and prospective stu-
dents. If necessary, the information listed below must be provided by
your school. However, much of the required information may already
be available in brochures and handouts routinely disseminated by the
school or in federal publications such as The Student Guide.

Financial aid information
At a minimum, the following information must be provided about
financial assistance available at a school:
° the need-based and non-need-based federal financial aid
that is available to students;

*  the need-based and non-need-based state and local aid
programs, school aid programs, and other private aid
programs that are available;

*  how students apply for aid and how eligibility is determined;
*  how the school distributes aid among students;

¢ the rights and responsibilities of students receiving aid;

° how and when financial aid will be disbursed,;

*  the terms and conditions of any employment that is part of
the financial aid package;

° the terms of, the schedules for, and the necessity of loan
repayment and required loan exit counseling; and

*  the criteria for measuring satisfactory academic progress,
and how a student who has failed to maintain satisfactory
progress may reestablish eligibility for federal financial aid.
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General information about the school

The school must provide the following minimum information
about itself:

° the names of associations, agencies, and/or governmental
bodies that accredit, approve, or license the school and its
programs, and the procedures by which a student may
receive a copy for review of the school’s accreditation,
licensure, or approval;

° the special facilities and services available to disabled
students;

¢ the costs of attending the school (tuition and fees, books
and supplies, room and board, and applicable transportation
costs, such as commuting) and any additional costs of the
program in which the student is enrolled or has expressed
an interest;

* astatement of the requirements for the return of FSA
program funds when a student withdraws from school,
information about any refund policy with which the school
must comply, and the requirements for officially withdrawing
from the school (For more information about the Return of
Federal Student aid, see Volume 5 — Overawards, Overpayments,
and Withdrawal Calculations.);

*  the degree programs, training, and other education offered;

*  the availability of a GED program, if the school admits
students who do not have a high school diploma or
equivalent;

*  the instructional, laboratory, and other physical plant
facilities associated with the academic programs;

* alist of the faculty and other instructional personnel;

*  whom to contact for information on student financial
assistance and whom for general school issues;

*  the terms and conditions under which students receiving
federal education loans may obtain deferments; and

* information regarding the availability of FSA program funds
for study abroad programs.

The school must have someone available during normal operating
hours to help persons obtain consumer information. One full-time em-
ployee or several persons may be assigned so that someone is always
available (with reasonable notice) to assist enrolled or prospective stu-
dents and their families. Existing personnel may satisfy this require-
ment. A school may request a waiver of this requirement if it can dem-
onstrate that a waiver is appropriate. A school should contact their
School Participation Team for more information. (You can find a
chart containing contact information for the School Eligibility chan-
nel at the end of chapter 12.)

The FSA Assessment modules
that can assist you in understanding and
assessing your compliance with the
provisions of this chapter is "Consumer
Information," at

http://ifap.ed.gov/qamodule/
ConsumerModule/
Consumerinformation.html

Specifically the following sections
"Equity in Athletic Disclosure Act," at

http://ifap.ed.gov/qamodule/
ConsumerModule/
Consumerinformationpagel0.html

"Drug and Alcohol Abuse Prevention Infor-
mation," at

http://ifap.ed.gov/qamodule/
ConsumerModule/
Consumerinformationpagell.html

"Campus Security/Clery Act," at
http://ifap.ed.gov/qamodule/
ConsumerModule/
Consumerinformationpagel3.html

and "FERPA," at
http://ifap.ed.gov/qamodule/
ConsumerModule/
Consumerinformationpagel8.html

A school must give applicants selected for

verification a written statement explaining

1. Documents required for verification,

2. Student responsibilities — including
correction procedures, deadlines for
completing any actions required, and the
consequences of missing the deadlines.

3. Notification methods — how your school
will notify students if their awards changs
as a result of verification, and the time
frame for such nofification.

cite 34 CFR 668.53
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Consumer information from the
Department
Sec. 485 of the HEA

CONSUMER INFORMATION FROM
THE DEPARTMENT

The Department is required to make available to schools, lenders,

and secondary schools descriptions of the FSA programs in order to
assist students in gaining information through school sources, and to
assist schools in carrying out the FSA program requirements. The De-
partment does this through a variety of informational sources such as
The Student Guide, this Handbook, and the Department’s Web page.

The Department, to the extent possible, will also do the

following:

compile and disseminate information describing state and
other prepaid tuition and savings programs;

make clear when ED’s Web products are displayed on a non-
federal Web page, that ED is not endorsing that Web page;

update its Internet site to include direct links to databases
with information on public and private financial assistance
programs that are accessible without charge, and without
any implied or actual endorsement; and

provide additional direct links to resources from which
students may obtain information about fraudulent and
deceptive financial aid practices.

Information for schools is available at

www.ifap.ed.gov

Information for students is available at

www.studentaid.ed.gov
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NCES, IPEDS, AND
STUDENT-RIGHT-TO-KNOW INFORMATION

Though in some cases the dates by which schools must make
consumer and safety information available to students, parents,
and high school counselors and coaches are based on the dates
by which schools must report that information to the
Department, the regulatory requirements are separate.The
disclosure requirements arise from the Student-Right-to-Know
and Campus Security/Cleary Act and the Equity in Athletics
Disclosure Act. Schools report similar information to the
Department when they fulfill the requirement that they
participate in the annual Integrated Postsecondary Education
Data System (IPEDS) Survey conducted by the National Center for
Education Statistics (NCES).

The National Center for Education Statistics (NCES) survey
program at the postsecondary education level provides statistical
information used by planners, policy makers, and educators in
addressing multiple issues. One major source of this information
is the annual Integrated Postsecondary Education Data System
(IPEDS) Survey.

The IPEDS system, established as the core postsecondary
education data collection program for NCES, is a system of
surveys designed to collect data from all primary providers of
postsecondary education. The IPEDS system is built around a
series of interrelated surveys that collect school-level data in such
areas as - school characteristics, enrollments, program
completions, staffing patterns, faculty salaries, finances, and
financial aid.

Information on NCES and IPEDS is available at —

http://www.nces.ed.gov/IPEDS
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Student Right-to-Know cite
Sec. 485(a) of the HEA
34 CFR 668.45

Schools must disseminate the information
on completion or graduation and, if
applicable, fransfer-out rates to enrolled
and prospective students upon request,
through appropriate publications,
mailings, or electronic media (for
example, school catalogs or admissions
literature). Schools are strongly
encouraged fo provide this information to
other interested parties, such as guidance
counselors, upon request.

STUDENT RIGHT-TO-KNOW DISCLOSURES

Student Right-to-Know disclosures must be made by July 1 of each
year (see chart at the end of this chapter).

The Student Right-to-Know Act requires schools to disclose:

1. Completion or graduation rates and, if applicable, transfer-
out rates for a specific cohort of the general student body.
This cohort is of certificate- or degree-seeking, full-time,
first-time undergraduate students.

2. For schools that offer athletically related student aid,
completion or graduation rates and, if applicable, transfer-
out rates of students receiving athletically related student
aid, if the school offers athletic aid.

The school must provide student athlete graduation rate
information to potential student athletes, their parents, and
their high school coaches and guidance counselors upon
making an offer of athletic aid.

Schools must make available, to prospective students, no later
than July 1, 2005, the rates for the cohort for which the 150% of the
normal time for completion elapsed between September 1, 2003 and
August 31, 2004.

Important: Schools should not confuse the requirements and
methodologies for providing information to students and other
consumers with the requirement for reporting similar information to
the Department.

A school such as a community college is required to calculate and
disclose its transfer-out rates only if it determines that its mission
includes providing substantial preparation for its students to enroll in
another eligible school (such as an eligible four-year school).

In addition to calculating the completion or graduation rates de-
scribed above, a school may, but is not required to calculate:

1. A completion or graduation rate for students who transfer
into the school;

2. A completion or graduation rate and transfer-out rate for
the students described as exclusions to the requirements in
this section.

Schools may exclude from all cohorts students who:

° have left school to serve in the armed forces,
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° have left school to serve on official church missions,

*  have left school to serve with a foreign aid service of the
federal government, such as the Peace Corps,

*  are totally and permanently disabled; or
*  are deceased.

3. A transfer-out rate (required only if preparing students for
transfer is part of the school’s stated or implied mission).

Determining the cohort for completion or
graduation and transfer-out rates

To calculate completion or graduation and transfer-out rates, a
school must identify a group of students each year (a cohort) and re-
view the performance of that cohort over time to determine the per-
centage of those students who complete their programs or transfer out
of the school. The same snapshot approach is used to determine rates
for both the general student body cohort and those rates related to
students receiving athletically related student aid. The regulations
specify that the cohorts a school must establish are based on how the
school’s programs are offered.

Determining rate cite
34 CFR 668.45

Standard-term schools

A school that offers most of its programs based on standard terms
(semesters, trimesters, quarters) must use a fall cohort for these calcu-
lations. That is, the school must count all first-time freshmen who are
certificate- or degree-seeking, full-time undergraduate students who
first enter the school during the fall term.

The fall cohort

For a fall cohort, a student has entered the school if he or she en-
rolled for the fall term (or during the summer immediately pre-
ceding the fall term in which the student enrolled full time) and is
still enrolled as of October 15, the end of the school’s drop-add pe-
riod for the fall term, or another official reporting date (in the
fall) on which a school must report fall enrollment data to either
the state, its board of trustees or governing board, or another ex-
ternal governing body. Does not include a student whose first en-
rollment was during a summer term that did not immediately pre-
cede the student’s first full-time fall enrollment.
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A first time undergraduate does
not include a student whose first
enrollment was during a summer term that
did not immediately precede the student's
first full-time fall enroliment.

Nonstandard term or nonterm schools

A school that does not offer most of its programs based on stan-
dard terms must count all first-time students who are certificate- or de-
gree-seeking, full-time undergraduate students who enter the school
between September 1 of one year and August 31 of the following
year. For programs less than or equal to one academic year in length,
schools should include in the cohort only students who are enrolled
for at least 15 days. For programs longer than one academic year,
schools should include in the cohort only students who are enrolled
for at least 30 days.

Schools may not include students who transfer into the school
from another school as entering students for purposes of these calcula-
tions. However, if a school chooses, it may calculate as a separate
supplemental rate, a completion rate for students who transfer into
the school.

Definitions

The definitions of certificate- or degree-seeking students, first-time
freshman students, and undergraduate students were adopted from
the National Center for Education Statistics (NCES) Integrated Post-
secondary Education Data System (IPEDS) Graduation Rate Survey
(GRS).

Athletically related student aid — any scholarship, grant, or other form
of financial assistance, offered by a school, the terms of which require
the recipient to participate in a program of intercollegiate athletics at
the school. Other student aid, of which a student athlete simply
happens to be the recipient, is not athletically related student aid.

Certificate- or degree-seeking student — a student enrolled in a course
for credit who is recognized by the school as seeking a degree or cer-
tificate.

First-time undergraduate student — an entering undergraduate who
has never attended an institution of higher education. Includes a stu-
dent enrolled in the fall term who attended a postsecondary institution
for the first time in the prior summer term, and a student who entered
with advanced standing (college credit earned before graduation from
high school).
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Undergraduate students — students enrolled in a bachelor’s degree
program, an associate’s degree program, or a vocational or technical
program below the baccalaureate level.

Transfer/preparatory program — At least a two-year program that is Preparatory program cite
acceptable for full credit toward a bachelor’s degree and qualifies a stu- 34 CFR 668.8(b)1)ii

dent for admission into the third year of a bachelor’s degree program.

Completor/Graduate — A student is counted as a completor or gradu-
ate if

e the student completed his or her program within 150%
of the normal time for completion of the program, or

e  the student has completed a transfer preparatory
program within 150% of the normal time for
completion of that program.

Schools must use the FSA definition of a full-time student that is
found in the Student Assistance General Provisions regulations (see
Volume 1 — Student Eligibility).

Waivers
The regulations provide for waiving the disclosure of completion Waivers cite
or graduation rate and transfer-out rate calculations (to coaches and 34 CFR 668.45(c)l1)

guidance counselors only) for the general student body cohort and
for athletic data for any school that is a member of an athletic associa-
tion or conference that has voluntarily published (or will publish)
completion or graduation-rate data that the Department determines
are substantially comparable to the data required by the regulations.

The NCAA may distribute graduation rate information to all sec-
ondary schools in the United States to satisfy the distribution require-
ments for prospective student athletes’ guidance counselors and
coaches. This does not relieve the school of its obligation to provide
the information to the prospective student athletes and their par-
ents.

The Department will continue to work with interested agencies to
help them develop standards that meet these requirements. If in the
future the Department determines that another agency’s requirements
meet the standards of the Student Right-to-Know Act, the Department
will inform schools that those rates may be used to satisfy the Student
Right-to-Know disclosure requirements.
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Normal time

Normal time is the amount of time necessary

for a student to complete all requirements

for a degree or certificate according to the
school's catalog. This is typically —

e four years (8 semesters or frimesters, or
12 quarters, excluding summer terms)
for a bachelor’s degree in a standard
term-based school,

e iwo years (4 semesters or frimesters, or
6 quarters, excluding summer terms)
for an associate degree in a standard
term-based school, and

e the scheduled times for certificate
programs.

Transfer-out student

A student is counted as a transfer-out
student if, within 150% of the normal time for
completion of the program, the student has
transferred out of the program and enrolled
in any program of another eligible institution
for which the prior program provides
substantial preparation. A school is required
to report only on those students that the
school knows have transferred to another
school. A school must document that the
student actually transferred.

Disclosing and reporting information on completion
or graduation rates for the general student body
cohort

The requirements for disclosing this information have been bro-
ken down into four steps: (1) determining the cohort,
(2) calculating the rates, (3) disclosing the rates, and (4) reporting
the rates to the Department via the Graduation Rate Survey.

Step 1: Determining the cohort

Schools must determine the cohort as described under Determining
the Cohort for Completion or Graduation and Transfer-Out Rates to identify
students in such a way that it can take a snapshot of those same
students at a later time.

Step 2: Calculating the rates

Once a school has identified a cohort, it must determine when
150% of the normal time for completion of each program has elapsed
for all of the students in the cohort. Then, it must determine how
many of those students graduated or completed their program and, if
applicable, how many transferred out of their program within that
150% period.

The following formula is used to calculate a completion rate for
the general student body cohort:

Number of students in cohort who completed their
program within 150% of normal time for completion

Number of students in cohort (minus permitted exceptions)

The following formula is used to calculate a transfer-out rate for
the general student body cohort:

Number of students in cohort who transferred out of their program*

within 150% of the normal time for completion

Number of students in cohort (minus permitted exceptions)

*to another eligible institution
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Step 3: Disclosing the rates

The information on completion, graduation rates and, if
applicable, transfer-out rates must be made available by the July 1
immediately following the 12-month period ending August 31 during
which the expiration of 150% of normal time took place for the
group of students on which the school bases its completion and
transfer-out rate calculation.

Schools must disseminate the information on completion or
graduation and, if applicable, transfer-out rates to enrolled and
prospective students upon request, through appropriate publications,
mailings, or electronic media (for example, school catalogs or
admissions literature). Schools are strongly encouraged to provide this
information to other interested parties, such as guidance counselors,
upon request.

Step 4:Reporting the rates

The information must be reported to the Department by the
Graduation Rate Survey (GRS) deadline.
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EXAMPLE: Determining completion or graduation and
transfer-out rates for the general student body

Step 1: Determining the cohort

Tower of London College (TLC) has both two-year and four-year
degree programs. It operates on a semester basis, so it used a fall cohort.

During its 1998 fall semester, TLC had enrolled 1,000 full-time first-
year freshmen in degree programs. It tagged those students as its 1998
cohort.

Step 2: Calculating the rates

In September of 2004 (after the 150% of normal time for completion
of the four-year program elapsed), TLC searched its records to see how
many of the 1,000 students in the cohort had completed a two-year
degree as of August 31,2001 (when 150% of normal time for completion
of the two-year program elapsed). It found that 250 students had
completed such a degree. It noted both the number and identity of
those students. TLC noted the identity of the students so that it would
be able to determine if any of the 250 students also obtained a four-year
degree and must be treated as duplicates (see below).

It also found that 35 students from the cohort received a two-year
degree between September 1,2001 and August 31,2004.TLC was unable
to count these students as completors for Student Right-to-Know
purposes, as they had completed the program after more than 150% of
normal time for completion had elapsed; however, TLC chose to use this
data as supplemental information.

Since TLC’s mission includes substantial preparation for its students
to enroll in another eligible institution, it also determined the number of
transfer-out students in the two-year program by ascertaining the
number of students in the cohort for which it had documents showing
that the student had transferred to, and begun classes at, another
eligible school. It found that it had documentation on 50 such students.

On August 31,2004, 150% of the normal time for completion of the
four-year program elapsed. In September of 2004, TLC determined how
many of the 1,000 students had received a four-year degree as of August
31,2004. It found that 450 students had done so.

Because TLC had identified the completors of the two-year program,
it was able to determine that 10 of the students it had counted as two-
year completors had also received a four-year degree. TLC is not
permitted to count these students as completors twice, so instead it
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Example Continued

deducted the number from the number of two-year degree program
completors (it could also have deducted them from the number of four-
year completors had it so chosen).

TLC surveyed its records to determine the number of students from the
cohort in the four-year program that it could document as having
transferred as of August 31, 2004. It found 65 students had done so.

To determine if any of the students could be excluded from the cohort,
TLC searched its records for documentation. The records showed that a total
of 15 students in the original cohort had left the school for the express
purpose of joining a church mission, the armed forces, or a foreign aid
program sponsored by the federal government, had died, or become totally
and permanently disabled.

TLC calculated its completion rate and transfer-out rate as follows:

Vv 450 four-year program completors + (250 two-year program
completors - 10 duplicates) = 690 completors

V' 1,000 students in cohort - 15 permitted exclusions = 985
vV Completion rate = 690 + 985 = 70%

V Transfers = 65 four-year program transfers + 50 two-year transfers =
115

vV Transfer-out rate = 115 + 985 =11.7%

Step 3: Disclosing the rates

On July 1,2005 (the July 1 following the expiration of 150% of normal
time for the entire cohort), TLC published its graduation/completion rate
and its transfer-out rate for the students who had entered in the fall of 1998.

TLC decided to provide separate, supplemental information regarding
the completion and retention rates of its part-time students because it has
a large part-time-student population. It also provided separate,
supplemental information on the number of students who completed the
two-year program after four years and after five years. It could have also
provided separate, supplemental information on students who transferred
into the school from another school had it so wished.
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Reporting cite
34 CFR 668.48

Reporting to parents

In cases of separation or divorce, if it is diffi-
cult to locate both parents, it is acceptable to
provide the required information solely to the
parent who acts as the student's guardian.

In addition to the three sets of completion

and transfer-out rates, schools must

report —

¢ the number of students, categorized by
race and gender, who attended the
school during the year prior to the
submission of he report; and

o within each sport — the number of those
attendees who received athletically
related student aid, categorized by race
and gender.

Reporting information on completion or graduation
rates for student athletes

Schools that participate in an FSA program and offer athletically
related student aid must provide information on completion or gradu-
ation rates, transfer-out rates, if applicable, and other statistics for stu-
dents who receive athletically related student aid to potential student
athletes, and to their parents, high school coaches, and guidance coun-
selors.

The definition of athletically related student aid used here and
discussed earlier in this chapter is the same definition that is also used
for the Equity in Athletics Disclosure Act (EADA) disclosure require-
ments. The definitions of certificate- or degree-seeking students, first-
time undergraduate students, undergraduate students, and normal
time are the same as those used for the calculation of completion or
graduation and transfer-out rates for a school’s general student body
cohort (also discussed above).

In addition to the completion rates and transfer-out rates, schools
must report

e  the number of students, categorized by race and gender, who
attended the school during the year prior to the submission
of the report, and

e  within each sport — the number of those attendees who
received athletically related student aid, categorized by race
and gender.

Step 1: Determining the cohort

A school must determine the cohort as described under Determining
the Cohort for Completion or Graduation and Transfer-Out Rates.

Step 2: Calculating the rates for completion or
graduation for student athletes

Schools that provide athletically related student aid must report
three sets of completion rates and three transfer-out rates:

1. byrace and gender — a completion or graduation rate and,
if applicable, a transfer-out rate for the general student body;

2. acompletion or graduation rate and, if applicable, a transfer-
out rate for the members of the cohort who received
athletically related student aid (this rate is calculated in the
same manner as the rates for the general student body, but
must be broken down by race and gender within each sport);
and
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3. the fouryear average completion or graduation rate and, if
applicable, the average transfer-out rate for the four most
recent completing classes of the cohort categorized by race
and gender for the general student population, and for race
and gender within each sport. (A school that doesn’t have
data for four years should report an average completion rate
for all the years for which it has data.)

Information that is required to be reported by sport must be
broken down into the following categories:

° basketball,

° football,

° baseball,

e  cross-country and track combined, and
o all other sports combined.

A school may also exclude from the athletic cohort the student
exceptions specified under Student Right-to-Know Disclosures.

Step 3: Disclosing the rates for student athletes

A school must also provide the report to each prospective student
athlete and his or her parents, coaches, and counselor when an offer of
athletically related student aid is made to the prospective student
athlete.

Schools are not required to provide completion rate information
for students who entered before the 1996-97 academic year. However, if
a school has data on students entering prior to the 1996-97 academic
year (as the result of NCAA requirements, for example), the school
should report these data in the four-year averages.

Schools that are not yet reporting completion or graduation rates
or, if applicable, transfer-out rates because they do not have the
necessary data must still disclose the additional data regarding the
number of students who attended the previous year, categorized by
race and gender, and the number who attended the previous year and
who received athletically related student aid, categorized by race and
gender within each sport.

There is a de minimus exception to the disclosure requirements for
the completion or graduation rates or, if applicable, the transfer-out
rates of student athletes. Schools with five or fewer student athletes
need not disclose their rates.
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GRS Deadline
Also applies to schools that don't offer ath-
lefically related student aid.

Equity in athletics cite
Sec.485(e) of the HEA
34 CFR 668.47

Reporting the rates for student athletes

The rates for student athletes must be completed and submit-
ted to the Department together with other Student-Right-to-
Know data by the Graduation Rate Survey (GRS) deadline.

Supplemental information

Schools may provide additional information to place their
completion or transfer-out rates for both the general student body
and those related to athletically related student aid in context. For
example, a small school’s completion rate may vary greatly from
year to year because the school’s calculations use a very small co-
hort. The school may wish to provide prior year’s data and an ex-
planation of factors affecting the completion rate.

EQUITY IN ATHLETICS

The EADA is designed to make prospective students aware of a
school’s commitment to providing equitable athletic opportunities for
its men and women students.

Any coeducational institution of higher education that participates
in an FSA program and has an intercollegiate athletic program must
prepare an annual EADA report. The report contains participation
rates, financial support, and other information on men’s and women’s
intercollegiate athletic programs. Officially, it is The Report on Athletic
Program Participation Rates and Financial Support Data. It is
referred to as the EADA Report (34 CFR 668.47).

Disclosure of the report

The EADA requires schools to make this report available upon re-
quest to students, prospective students, and the public in easily acces-
sible places. For example, a school may make copies of the report
physically available in intercollegiate athletic offices, admissions of-
fices, or libraries, or by providing a copy to every student in his or her
electronic mailbox.

The EADA Report must be summarized, and its availability de-
scribed in the one-on-one disclosure to all students and prospective
students required of the school.
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A school must provide the report promptly to anyone who requests
the information. For example, a school may not refuse to provide a
copy of the report to the news media, and the school may not require
an individual requesting the information to come to the school to view
the report. A school may not charge a fee for the information.

Reports must be compiled and made available each year by Octo-
ber 15. Schools must submit their Equity in Athletics reports to the De-
partment annually within 15 days of making them available to stu-
dents, prospective students, and the public. Using passwords sup-
plied to their institutions’ chief administrators, schools report EADA
data to the Department online at

http://surveys.ope.ed.gov/athletics

Contents of the Equity in Athletics/EADA Report

A school must first designate its reporting year. A reporting year
may be any consecutive 12-month period of time. For its designated re-
porting year, a school must report:

1. the number of male and female full-time undergraduate
students that attended the school (undergraduate students
are those who are consistently designated as such by the
school);

2. the total amount of money spent on athletically related
student aid (including the value of waivers of educational
expenses aggregately) for: (a) men’s teams and (b) women’s
teams;

3. the ratio of athletically related student aid awarded to male
athletes to athletically related student aid awarded to female
athletes (see the definition of athletically related student aid
under Definitions);

4.  the expenses incurred by the school for:
° all sports,
° football,
° men’s basketball,
° women’s basketball,

o all other men’s sports except football and basketball,
and

e all other women’s sports except basketball
Expenses not attributable to a particular sport, such as

general and administrative overhead, must be included
only in the total expenses for all sports.

Additional information on the collection of
EADA data will be posted, as it becomes
available, on the Department's Web site at:

http://www.ed.gov/finaid/prof/
resources/athletics/eada.html

The Department has fo ensure that the
individual school reports and a report to
Congress are made available fo the public
within a reasonable period of time.

The Department is also required to notify
secondary schools in all states regarding
the availability of information in individual
school reports and how such information
may be accessed.

Alternative reporting

A school also may report those expenses
on a per capita basis for each team and
may report combined expenditures attribut-
able to closely related teams, such as track
and field or swimming and diving. Those
combinations must be reported separately
for men’s and women's feams.
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5.  total recruiting expenses aggregately for (a) all men’s teams
and (b) all women’s teams;

6. total annual revenues for — (a) all sports combined, (b) all
men’s teams, (c) all women’s teams, (d) football, (e) men’s
basketball, (f) women’s basketball, (g) all men’s sports other
than football and basketball, and (h) all women’s sports
other than basketball;

7. in its total revenues and men’s or women’s combined
revenues, as applicable — revenues not attributable to a
particular sport such as untargeted alumni contributions to
athletics, investment income, and student activities fees;

8.  individually by team or by average —

a.  the annual school salary of non-volunteer head coaches

Coach’s sala
a4 for all offered sports of (1) men’s teams and (2)

If a coach had responsibility for more than

one feam and a school does not allocate women’s teams — this must include the number of
that coach's salary by team, the school must persons and full-time equivalent positions used to
divide the salary by the number of teams for calculate each average;

which the coach had responsibility and allo-

cate the salary among the teams on a basis

consistent with the coach’s responsibilities for
the different teams.

b.  the annual school salary of non-volunteer assistant
coaches for all offered sports of (1) men’s teams and
(2) women’s teams. This must include the number of
persons and full-time equivalent positions used to
calculate each average;

9. alisting of the varsity teams that competed in intercollegiate
athletic competition and for each team, the following data —

a.  total number of participants as of the day of the first
scheduled contest of the reporting year for the team,
number of those who participated on more than one
varsity team, and number of other varsity teams on
which they participated;

b.  total operating expenses (expenditures on lodging and
meals, transportation, officials, uniforms, and
equipment) attributable to the team;

c. whether the head coach was male or female, was
assigned to the team on a full-time or part-time basis,
and, if assigned on a part-time basis, whether the head
coach was a full-time or part-time employee of the
school (The school must consider graduate assistants
and volunteers who served as head coaches to be head
coaches for the purposes of this report.);

d. the number of assistant coaches who were male and the
number of assistant coaches who were female, and,
within each category, the number who were assigned to
the team on a full-time or part-time basis, and, of those
assigned on a part-time basis, the number who were
full-time and part-time employees of the school (The
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school must consider graduate assistants and volunteers
who served as head coaches to be head coaches for the
purposes of this report.); and

e. an unduplicated head count of the individuals who
were listed as participants on at least one varsity team,
by gender.

Definitions

Expenses means expenses attributable to intercollegiate athletic ac-  Definitions cite
tivities. This includes appearance guarantees and options, athletically 34 CFR 668.41(a)
related student aid, contract services, equipment, fundraising activities, 34 CFR 668.47(b)
operating expenses, promotional activities, recruiting expenses, salaries
and benefits, supplies, travel, and any other expenses attributable to in-
tercollegiate athletic activities.

Recruiting expenses means all expenses a school incurs attributable
to recruiting activities. This includes, but is not limited to, expenses for
lodging, meals, telephone use, and transportation (including vehicles
used for recruiting purposes) for both recruits and personnel engaged
in recruiting, any other expenses for official and unofficial visits, and
all other expenses related to recruiting.

Operating expenses means all expenses a school incurs attributable to
home, away, and neutral-site intercollegiate athletic contests (com-
monly known as game-day expenses), for (a) lodging, meals, transporta-
tion, uniforms, and equipment for coaches, team members, support
staff (including, but not limited to team managers and trainers), and
others; and (b) officials.

School salary is all wages and bonuses a school pays a coach as com-
pensation attributable to coaching.

Varsity team means a team that (a) is designated or defined by its
school or an athletic association as a varsity team; or (b) primarily com-
petes against other teams that are designated or defined by their insti-
tutions or athletic associations as varsity teams.

Participants on varsity teams include not only those athletes who
take part in a scheduled contest but also any student who practices
with the team and receives coaching as of the day of the first scheduled
intercollegiate contest of the designated reporting year. This includes
junior varsity team and freshmen team players if they are part of the
overall varsity program. Schools should also include all students who
receive athletically related student aid, including redshirts, injured stu-
dent athletes, and fifth year team members who have already received
a bachelor’s degree.

Prospective student means an individual who has contacted an
eligible institution requesting information concerning admission to
that institution.
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The General Provisions require that you
inform students about the availability of
grant aid before awarding loans.

The Perkins Loan regulations require that
borrowers receive similar information. You
can read more about the Perkins
requirements in Volume 6 — “The Campus-
Based Programs.”

Loan counseling in regulations
FFEL: 34 CFR 682.604 (f) and (g)

DL: 34 CFR 685.304

Perkins: 34 CFR 674.16(al

Direct Loan counseling materials
Direct Loan schools can order counseling
materials by calling:

1-800-848-0978
Online counseling and print materials are
also available online at the Direct Loan Web

Site:

http://lo-online.ed.gov

LOAN COUNSELING

Before a first-time FFEL, or Federal Direct Loan borrower takes
out a loan, the school must ensure that entrance counseling is con-
ducted — individually or in a group with other borrowers. Initial coun-
seling must include: an explanation of the use of an MPN; the im-
portance of the repayment obligation; a description of the conse-
quences of default; providing sample repayment schedules; familiar-
ization with a borrower’s rights and responsibilities as well as other
terms and conditions. Loan (exit) counseling must also be provided
before the borrower completes his or her course of study or otherwise
leaves the school. There are similar requirements for the Perkins
loan program (see Volume 6 — Campus-Based Programs).

Loan counseling is particularly important because new students
often have little or no experience with repayment and managing debt.
Your school must ensure that the student receives comprehensive
entrance and exit counseling, even though the counseling may be
given by a consultant, servicer, lender, or guarantor (usually on the
Web), or online on the Direct Loan Web site. First-time Stafford
borrowers must receive entrance counseling before the first
disbursement of the loan, and all students who are graduating or
withdrawing from school must receive exit counseling. If the
counseling is given electronically, you’ll need to make sure that the
student receives written counseling materials for any required
information that is not provided in the electronic counseling
presentation. Your school is also responsible for making
knowledgeable staff available to answer student questions.

Here we cover the elements of entrance and exit counseling
that are either required by regulation or recommended. However,
there are many ways to deliver this information and to reinforce it
through continuing contacts with your student borrowers. You have
an opportunity at each disbursement to remind students about the
importance of academic progress, planning for future employment,
and staying in touch with the holder of the loan.

The Direct Loan Program and many FFEL guaranty agencies,
lenders, and other organizations offer online counseling through the
Web, videos, pamphlets, and other counseling materials. Your school
may choose to rely on Web counseling services, if those services
provide all of the information required by regulation.

If your staff are conducting in-person counseling sessions, charts,
handouts, audiovisual materials, and question-and-answer sessions can
help convey the information in a more dynamic manner. We also
recommend the use of written tests. Moreover, the regulations require
(for any form of counseling) that someone with expertise in the FSA
programs be available shortly after the counseling to answer
borrowers’ questions about those programs.
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Regardless of the counseling methods your school uses, you must
be sure to document that the student participated in and completed
entrance and exit counseling. You can usually also get confirmation
that the student has completed the online counseling session through
a printout, electronic message, or other means.

The chart at the end of this section summarizes information to be
covered as a part of entrance and exit counseling sessions. The arrows
indicate those elements that must be covered in both entrance and
exit counseling.

Entrance counseling

Before a first disbursement may be made to a first-time Stafford
borrower, the student must receive entrance counseling that explains the
loan obligation. The counseling must be conducted in person, by
audiovisual presentation, or by interactive electronic means.

Required elements of entrance counseling

The Direct Loan and FFEL regulations require that certain
information be included in entrance counseling. Some of this
information is included in the Borrower’s Rights and Responsibilities
statement that must accompany the MPN, but you should review and
elaborate on these points as a part of the counseling presentation.

® Reinforce the importance of repayment. The regulations also re-
quire that entrance counseling emphasize ... the seriousness and
importance of the repayment obligation. The lender or Direct Loan
Servicing Center (DLSC) sends payment coupons or billing
statements as a convenience for the borrower. Not receiving
them does not relieve the borrower of his or her obligation to
make payments. (Direct Loan borrowers are encouraged to set
up electronic debiting of a bank account to repay their loans—
electronic debiting is also available through many FFEL lend-
ers.)

® Describe the consequences of default. The regulations require that
entrance counseling describe the likely consequences of default, in-
cluding adverse credit reports, federal offset, and litigation. We also
recommend that you tell the borrower of the charges that
might be imposed for delinquency or default, such as the
lender’s or guarantor’s collection expenses (including
attorney’s fees). Defaulters often find that repayment sched-
ules for loans that have been accelerated are more stringent
than the original repayment schedule. A defaulter is no longer
eligible for any deferment provisions, even if he or she would
otherwise qualify. Finally, a defaulter’s federal and state tax re-
funds may be seized and wages garnished, and the borrower
loses eligibility for any further funding from the FSA pro-
grams.

Entrance counseling cite
FFEL—34 CFR 682.604(f
DL—34 CFR 685.304(a)

Counseling materials for
overseas or

correspondence students
Web-based counseling sites can be
particularly useful for borrowers who are
participating in off-campus programs such
a school's year-abroad program,
correspondence study, and online
programs.

If the borrower has not previously received a
Stafford loan at that school, the school must
document that the student has completed
online entrance counseling that meets FSA
requirements, or provide entrance
counseling information by mail before
releasing loan proceeds.
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Counseling as part of a

Default Management Plan

A school with a high default rate may be

required to implement a Default

Management Plan. The sample plan

included in the FSA regulations mentions

several steps that relate to loan counseling:

®  Enhance the borrower's understanding
of his or her loan repayment
responsibilities through counseling and
debt management activities.

®  Enhance student loan repayments
through counseling the borrower on
loan repayment options and facilitating
contact between the borrower and the
data manager or FFEL Program lender.

®  Keep statistics on the number of
enrolled borrowers who received
default prevention counseling services
each fiscal year.

Cite Appendix B to Subpart M of 34 CFR 668

Alternative entrance counseling
approaches

The Direct Loan regulations describe how a
school may adopt alternative approaches as
a part of its quality assurance plan — see
34 CFR 685.304(a)(4)

o Explain the use of the Master Promissory Note. If relevant at your
school, explain the use of the multi-year feature of the MPN,
and the borrower confirmation process. You should advise stu-
dents to carefully read the MPN and the Borrower’s Rights and
Responsibilities statement before signing the MPN. In addi-
tion, you should inform borrowers of their right to sign a new
promissory note for each loan and opt out of the multi-year fea-
ture of the MPN.

o Stress that repayment is required, regardless of educational outcome or
subsequent employability. Entrance counseling information must
explain that the student borrower is obligated to repay the full
loan even if he or she doesn’t finish the program, can’t get a
job after graduating, or is dissatisfied with the school’s educa-
tional program or other services.

® Provide sample monthly repayment amounts. The student must re-
ceive sample monthly repayment amounts for different levels
of indebtedn